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earlier article by a different author. 

The June article was more than 
ordinarily interesting in that it set 
forth to the general public a clearer 
view of the meaning and limitations 
of the doctrine of stare decisis than 
is commonly available. The author 
of that article made no definite pre- 
diction as to the probable attitude 
of the United States Supreme Court 
with reference to one of the most 
important subjects of taxation, 
namely, interest on municipal bonds. 
The author of the present article 
wishes to consider this subject more 
at length. 

By way of brief review, it may be 
well to state that the exemption of 
United States bonds from local 
taxation, and the corresponding ex- 
emption of state and municipal 
bonds from Federal taxation, were 
established early in the history of 
the republic as a constitutional 
status on principles derived from 
the decision in McCulloch v. Mary- 

























with Lybrand, Ross Bros. & Montgomery. 





E following is submitted under a title iden- 
tical with that chosen for an article which 
appeared in the June issue of this magazine. 

The purpose in thus selecting the present title is to 

continue a discussion which was started in the 


land, 4 Wheat. 316, decided by the late Chief Justice 
Marshall. Much later the same exemption was ex- 
tended under income tax laws to the interest from 
such bonds by the decision in Pollock v. Farmers 
Loan and Trust Company, 157 U. S. 429. 

The larger and constantly growing number of 
State and municipal bond issues, with their popu- 
larity among persons of large income, have given 
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rise to so many discussions regarding the practical 
aspects of these exemptions that “this side of the 
problem apparently needs no further comment. The 
feeling that greater equality would be realized if 
these exemptions could be eliminated (always a de- 


batable point so long as progressive 
surtax rates are in use) and the 
more practical consideration that 
local extravagance might be curbed 
if the comparative advantages en- 
joyed by such issues could be ter- 
minated have derived much added 
force from the financial exigencies 
in which the country finds itself at 
the present time. The question 
must therefore be regarded as a 
live one at present. 

The June article contained a very 
instructive quotation from Mr. 
Justice Brandeis in Burnet v. Coro- 
nado Oil and Gas Company, 52 Sup. 
Ct. 443, regarding the doctrine of 
stare decisis. In the light of two 
recent reversals of earlier decisions, 
the first being the overruling of 
Miller v. Blackstone, 188 U. S. 189, 
by the case of Farmers Loan and 
Trust Company v. Minnesota, 280 
U. S. 204, and the second being the 
abandonment of Long v. Rockwood, 
227 U. S. 142, by the decision in 


Fox Film Corporation v. Doyal, the possibility of 
upsetting doctrines which have been regarded as 
fundamental and unchanging has become the subject 
of more lively speculation. It is hence to be expected 
that there will be greater discussion than hitherto 
on the subject of subjecting state and municipal bond 
interest to the Federal income tax. 

In the June article there is some discussion in 
which it is suggested that Gillespie v. Oklahoma, 257 
U. S. 501, is in effect overruled, and that the lan- 
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guage of Mr. Justice Brandeis in Burnet v. Coronado 
Oil and Gas Company induced the court to go further 
in later cases in the matter of overruling previous 
decisions, with the intimation that if certain of the 
earlier cases had been decided after the same delib- 
eration on this point, they might have been decided 
differently. 


The author of the present article does not feel 
that this is the case. In the Fox Film case the court 
used the following language: 


The principle of the immunity from state taxation of 
instrumentalities of the Federal Government, and of the 
corresponding immunity of state instrumentalities from 
Federal taxation—essential to the maintenance of our dual 
system—has its inherent limitations. It is aimed at the 
protection of the operations of government, and the im- 
munity does not extend “to anything lying outside or 
beyond governmental functions and their exertions.” 

We are of the opinion that no controlling distinction 
can be based, in the case of copyrights, upon the character 
of the right granted. The argument that it is in the nature 
of a franchise or privilege bestowed by the Government, is 
met by the fact that it is not a franchise or privilege to be 
exercised on behalf of the Government or in performing a 
function of the Government. 

In Gillespie v. Oklahoma, 257 U. S. 501, the question con- 

cerned income derived from leases of restricted Indian 
lands. The leases were deemed to be instrumentalities of 
the United States in carrying out its duties to the Indians 
and the Court, speaking through Mr. Justice Holmes, con- 
cluded that the tax imposed by Oklahoma was “a direct 
hamper upon the effort of the United States to make the 
best terms that it can for its wards.” A similar result was 
reached in the recent ruling in relation to what was deemed 
to be the correlative case of leases by Oklahoma of lands 
held by the State for the support of its schools. Burnet 
v. Coronado Oil & Gas Co., decided April 11, 1932. 
These decisions are not controlling here. The nature and 
purpose of copyrights place them in a distinct category 
and we are unable to find any basis for the supposition 
that a nondiscriminatory tax on royalties hampers in the 
slightest degree the execution of the policy of the copyright 
statute. 


It will be noted that in the Fox Film case, and in 
Long v. Rockwood, the court was dealing with in- 
come from copyrights and patents, both granted by 
the United States. It is significant that in both of 
these cases the property from which the income was 
derived was created by a grant from the Federal 
Government, acting in its capacity, if you please, of 
a paternalistic sovereign, having established the 
agencies for the granting of such monopolies as a 
matter of encouragement to invention, and deriving 
no theoretical profit from the undertaking. The 
fees for registration of copyrights and patents, and 
the other costs of proceedings, are calculated in a 
rough way to pay the costs of administration, and 
there is no definite revenue or expense contemplated 
for the Federal Government. There is no indication 
that the taxation of royalties would materially affect 
the expense or revenue of the government, if at all. 
In all such matters the government is to all intents 
and purposes a mere passenger in the proceedings 
from a financial point of view. 

All this differs materially in kind from the situa- 
tion which we encounter when we approach the 
subject of government obligations, either state or Fed- 
eral. Perhaps the most widely quoted passage from 
the decision in McCulloch v. Maryland is that the 
power to tax is the power to destroy. Reasoning 
from this premise alone,. various constitutional law- 
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yers and economists have pointed out that a direct 
property tax on government bonds might compel the 
sale of the bond to pay the tax, and thus amount to 
something at least analogous to confiscation; but 
that when the tax is limited to an imposition on the 
income from such bonds, béing at worst only a por- 
tion of the income itself, it cannot possibly force the 
sale of the bonds to pay the tax, and that the reason 
cited from McCulloch v. Maryland ceases to apply. 
It has hence been argued with considerable serious- 
ness that it was not necessary for the Supreme Court 
to apply the rule in McCulloch v. Maryland to an in- 
come tax, and that it was to be regretted that the 
doctrine had been thus extended. 


Although the McCulloch case did contain the lan- 
guage cited, yet reliance upon this alone probably 
amounts to nothing more than setting up a straw 
man in order to demolish him. This is so for the 
reason that the underlying grounds for the earlier 
decision go much deeper. In Pollock v. Farmers 
Loan and Trust Company, cited above, which applied 
the rule of exemption to income taxes, the court dis- 
cussed the reasoning of earlier cases, including Mc- 
Culloch v. Maryland, and went on to say, at page 586, 
“applying this language to these municipal securi- 
ties, it is obvious that taxation on the interest there- 
from would operate on the power to borrow before 
it is exercised, and would have a sensible influence 
on the contract, and that the tax in question is a tax 
on the power of the states and their instrumentalities 
to borrow money, and consequently repugnant to 
the Constitution.” 


It is no doubt refreshing to have brought to our 
notice the limitations on the doctrine of stare decisis, 
particularly since it indicates that oppressive or un- 
workable doctrines of the past need not necessarily 
continue forever, despite unequivocal pronounce- 
ments in earlier decisions. It must be remembered, 
however, that there is such a doctrine and that in 
every case the burden will be on those who seek a 
change to demonstrate that the existing rule is no 
longer adaptable to the needs of the people. It has 
often been said that McCulloch v. Maryland was a 
political decision. This may probably be granted, 
and the further statement may be made with pro- 
priety that political decisions may continue to be 
expected where the circumstances justify them. 
From the language quoted above in the Fox Film 
case it appears that the court clearly distinguished 
Gillespie v. Oklahoma and Burnet v. Coronado Oil and 
Gas Company. In those cases the government was 
financially interested, just as it is financially inter- 
ested to secure the best price it can for its own bond 
issues. In the patent and copyright cases the gov- 
ernment had no such interest. To the author of the 
present article it therefore appears that the decision 
in Fox Film Corporation v. Doyal, and the overruling 
of Long v. Rockwood, do not indicate a change of 
mind on the part of the United States Supreme Court 
in cases where the financial interest of the govern- 
ment is concerned. If the court should hold that 
state and municipal bonds might be subjected to the 
Federal income tax it would be bound consistently 
therewith to hold that Liberty bonds might be sub- 
jected to state income taxes. Thus we find direct 

(Continued on page 312) 
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By JAMES 


NCREASES in tax rates and reductions in per- 
l sonal exemptions, made effective by the new 

revenue law, have correspondingly increased the 
yields which are necessary from taxable investments 
to be equivalent to given yields from tax-free securi- 
ties. Probably there are but few taxpayers who are 
not, in a general way, familiar with the tax rate 
changes which affect them, but a concrete presenta- 
tion of the tax liability for various 
income brackets under rates of the 
Revenue Act of 1932 may be of gen- 
eral interest. 

In Table II ' is shown the amount 
of Federal income taxes payable by 
individuals with incomes in various 
amounts from $6,000 to $1,000,000. 
The calculations are based upon the 
income of a married person with no 
dependents; the personal exemp- 
tion in such case being $2,500. Of 
course, by reason of variations in 
exemptions and credits between 
individuals, the tax liability data 
presented can serve but as approxi- 
mations to the precise taxes pay- 
able by a person with a given income. 
In addition to differences in per- 
sonal exemptions and credits, varia- 
tions in tax liability occur from 
other factors. For instance, if a 
taxpayer owns bonds containing 
the tax-free covenant, and a pay- 
ment has been made at the source 
on such bonds, there will be a de- 
duction to the extent of such payment for the taxes 
so paid at the source. Also there may be owned 
stocks of domestic corporations; and, if so, under 
the provisions of Section 25 (a) (1) of the Revenue 
Act of 1932, such dividends will be free from the 
normal tax. 

Also there may be owned Liberty 4% and 44% 
bonds, Treasury bonds and Treasury Savings cer-. 
tificates. The income from these securities is en- 
tirely exempt from the normal tax and, to the extent 
of $5,000 par value in the aggregate owned by an 
individual or a fiduciary, are exempt from surtax 
tates. So it will be seen that in any case the table 
should be used simply for giving a general idea 
of the total amount of Federal income tax liability. 

As an aid to investors, Table I has been compiled 
to indicate the approximate yield which taxable 
bonds must return in order to equal the yield from 
tax-free bonds, such as state and municipal bonds 


and securities of the United States which are non- 
taxable. 


; Member of the Chicago Bar. 
See page 315. 















































Relative Investment Advantages of 


Tax-free and Taxable Bonds 
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Generally speaking, the following are entirely free 
from Federal income taxes: . 


(a) Obligations of a state, territory or political 
subdivision thereof, or of the District of Columbia; 


(b) Securities issued under the Federal Farm 
Loan Act, or under such Act as amended, Treasury 
bills, and Treasury certificates of indebtedness; 

(c) Liberty 34%% bonds and 
other obligations of the United 
States issued on or before Septem- 
ber 1, 1917, and obligations of 
United States possessions; and 

(d) Liberty 4% and 444% bonds, 
Treasury bonds and Treasury sav- 
ings certificates which are entirely 
free from the normal tax and free 
from the surtax rates when hold- 
ings by an individual or a fiduciary in 
the aggregate do not exceed $5,000 
par value. These securities when held 
by a corporation are free from both 
the normal tax and surtax rates to the 
extent of the entire amount held. 

In considering the effect of the 
normal and surtax rates on invest- 
ments, it is necessary to use the 
rates which are applicable to the 
“top” part of the income. For in- 
stance, on taxable incomes exceed- 
ing $24,000 and not exceeding 
$26,000, the normal tax applying is 
8 per cent and the surtax rate 10 


per cent. This makes a combined 
rate of 18 per cent. 


If an investor with a taxable income of $25,000 
has $5,000 for investment and purchases municipal 
bonds to yield 4 per cent, the $200 received during 
the year will be net. On the other hand, if invested 
in a taxable issue to yield, for example, 4%4 per cent, 
the $225 income received will be subject to a normal 
tax of 8 per cent and a surtax of 10 per cent. Hence 
the net yield after payment of Federal taxes will be 
slightly less than 4 per cent, and the yield is also af- 
fected to some extent by state and local taxes. Tak- 
ing into consideration Federal income taxes only, 
it will be necessary, as shown in Table I, for the 
investor to obtain a yield of 4.88 per cent on a se- 
curity subject to Federal income taxes to equal 4 
per cent on a security not subject to such taxes. 
Reference to Table I shows, by way of another 
example, that for an individual with a taxable 
income of $50,000, a yield of 5.80 per cent is neces- 
sary on a taxable investment in order to be equiv- 
alent to a yield of 4 per cent on a tax-free investment. 
As above stated, the computations are not precisely 
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1 Table I 
EFFECT OF THE NORMAL AND SURTAX RATES OF THE REVENUE ACT OF 1932 ON THE YIELD OF TAXABLE SECURITIES 


Normal Sur- Total 3.50% 3.75% 4.00% 
Taxable Income Tax tax Tax 


6,000 to $ 6,500 
6,500 to 10,000 
10,000 to 12,000 
12,000 to 14,000 
14,000 to 16,000 


16,000 18,000 
18,000 20,000 
20,000 22,000 
22,000 24,000 
24,000 26,000 


26,000 28,000 
28,000 30,000 
30,000 32,000 
32,000 36,000 
36,000 38,000 


38,000 40,000 
40,000 42,000 
42,000 44,000 
44,000 46,000 
46,000 48,000 


48,000 50,000 
50,000 52,000 
52,000 54,000 
54,000 56,000 
56,000 58,000 


58,000 60,000 
60,000 62,000 
62,000 64,000 
64,000 66,000 
66,000 68,000 


68,000 70.000 
70,000 72,000 
72,000 74,000 
74,000 76,000 
76,000 78,000 


78,000 80,000 
80,000 82,000 
82,000 84,000 
84,000 86,000 
86,000 88,000 


88,000 90,000 
90,000 92,000 
92,000 94,000 
94,000 96,000 
96,000 98,000 


98,000 100,000 
100,000 150,000 
150,000 200,000 
200,000 300,000 
300,000 400,000 


400,000 500,000 
500,000 to 750,000 
750,000 to 1,000,000 
1,000,000 and upward 


R 


4.21 
4.40 
4.44 
4.49 
4.55 


4.60 
4.65 
4.76 
4.82 
4.88 


4.94 
5.00 
5.06 
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4% 
8 
8 
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Yields of Tax-Exempt Securities 
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Required Yields on Taxable Bonds to Net Same as Tax-exempt Bonds in the Case of Corporations 


Corporation tax—Separate returns 13% 4.06 4.35 4.64 
Corporation tax—Consolidated Ret. 14% 4.09 4.39 4.68 


accurate for any particular individual because of dif- 
ferences in exemptions, credits, etc., but the figures 
shown in the table will serve as sufficiently correct 
for practical purposes. 

Naturally in the choice of securities other factors 
than tax liability involved should be taken into con- 
sideration, such as security, marketability, likelihood 
of depreciation or appreciation in market value, etc. 

A repetition of a part of the commentary made in 
presenting the relative investment advantages of 
tax-free and taxable securities under the 1928 Act ? 
is now no less in point. 

In cases of individual investors contemplating a 
purchase of corporation bonds, where the issuing 
corporation agrees to pay at the source not in excess 
of 2 per cent of the Federal normal income tax im- 
posed upon the interest derived from the bonds, the 


2 Tue Tax Macazine, issue of August, 1928, pp. 291-292. 


4.75 4.81 4.87 4.93 4.99 
4.80 4.85 4.91 4.97 5.03 


comparable yield is found by using the line in Table 
II where the tax rate is 2 per cent less than the line 
on which the yield for the investor’s particular tax- 
able income is given. As an illustration, if the com- 
bined maximum normal and surtax is applicable to 
one’s income amount to 18 per cent, the equivalent 
yield on the 16 per cent line should be taken, since 
the investor, in making up his annual income tax 
return, will obtain the advantage of the 2 per cent 
paid at the source for him. 


There is another element which is worthy of some 
consideration. If an investor—either individual or 
corporate—purchases municipal bonds, for example, 
say of the par value of $10,000, for $9,700, and the 
bonds had originally been issued and sold by the 
municipality at say, $9,500, if the investor holds the 
bonds to maturity and receives par for the same, 
the difference between the purchase price of $9,700 
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and the amount received, or $300, will represent 
exempt income to him. On the other hand, if the 
bonds are sold before maturity for more than the 
purchase price, the gain is taxable. 


The reason for the difference in treatment of these 
two situations was explained in 1921 by the Bureau 
of Internal Revenue in two rulings, as follows: 


Profit derived from interest-bearing state or municipal 
securities, purchased at a discount and held until maturity, 
is not taxable where it clearly appears that such return 
from the investment in the hands of the taxpayer is due 
solely to the compensation received from the state or mu- 
nicipality, in lieu of additional interest for the use of the 
taxpayer's money. In no case may such exemption exceed 
the total discount at which the securities were originally 
sold by the state or municipality. 


3 Off. Dec. 774, 4 C. B. 31; Off. Dec. 762, 4 C. B, 31, 
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Inasmuch as no person other than the municipality can 
pay the interest borne by the obligations of the municipality 
(whether such interest is paid at the specified rate or in 
the form of realized discount) any person selling municipal 
bonds for an amount in excess of the cost of the bonds to 
him realizes a taxable profit to the extent of such excess 
amount even though the bonds were issued at a discount. 


In the 1932 Act, the rate applicable to corporations 
was increased from 12 per cent to 13% per cent and, 
for the taxable years 1932 and 1933, where a con- 
solidated return is filed, the new rate is 1414 per 
cent. The required yields in the case of corporations 
on taxable bonds to net the same as tax-exempt 
bonds in the various yield categories are shown in 
the last two rows of figures in Table I. 


(Continued on page 315) 


Table I—Continued 
EFFECT OF THE NORMAL AND SURTAX RATES OF THE REVENUE ACT OF 1932 ON THE YIELD OF TAXABLE SECURITIES 


4.50% 4.60% 4.70% 


Normal Sur- Total 
Tax tax Tax 


1% 


Taxable Income 


$ 6,000 to $ 6,500 
6,500 to 10,000 
10,000 to 12,000 
12,000 to 14,000 
14,000 to 16,000 


16,000 to 18,000 
18,000 to 20,000 
20,000 to 22,000 
22,000 to 24,000 
24,000 to 26,000 


26,000 to 28,000 
28,000 to 30,000 
30,000 to 32,000 
32,000 to 36,000 
36,000 to 38,000 


38,000 to 40.000 
40,000 to 42,000 
42,000 to 44,000 
44.000 to 46.000 
46,000 to 48,000 


48,000 to 50,v00 
50,000 to 52,000 
52,000 to 54,000 
54,000 to 56,000 
56,000 to 58,000 


58,000 to 60,000 
60,000 to 62,000 
62.000 to 64,000 
64,000 to 66,000 
66,000 to 68,000 


68,000 to 70,000 
70,000 to 72,000 
72,000 to 74,000 
74,000 to 76,000 
76,000 to 78,000 


78,000 to 80.000 
80,000 to 82,000 
82,000 to 84.000 
84.000 to 86.000 
86,000 to 88,000 


88,000 to 90,000 
90,000 92,000 
92,000 94,000 
94,000 96,000 
96,000 98,000 


98,000 100,000 
100,000 150,000 
150,000 200,000 
200,000 300,000 
300,000 400,000 


400,000 500,000 
500,000 to 750,000 
750,000 to 1,000,000 
1,000,000 and upward 


> 


4.84 
5.05 


4.94 
5.16 
5.22 
5.28 
5.34 


5.40 


Minne» 
-oOooon 
wn 
— 

—_ 


_ 
wd COOWAWMW HWhHr- 


CABS BARON NNVKW PUARDGO OLOWH ONAWN KHAOW 


CONNIE SND AMAAM AKAAH nNMUN WM 
SOYDRiAN WHOS BNYAUNA WHHSSD BHNAN PRWHDH 


wdoo YVunbwr OO 
OUK QR COBARW Nee 


o 


_ 
Do CBOAMUwW NOOCWBA NPWHS CORAM RBWWHH COBONA AMsSwhd Ne 


COO RVUBNA HBNWON FNOOCBDW NNANN RDOONWwW UNINUMD HRPHLOMNO WN 


SOO 92.90 90 G0 00 

SoS A2nALhwW 

Co NMOW 

Oo 010% 000 COKIN NNNNN NNANE 
Uk NOB VIN 

woo NHFANOWV 


9.79 
10.00 
10.22 


10.44 
10.68 
10.93 
11.19 
11.46 


11.75 
12.05 
12.37 
12.70 


OOO OM M00 WKN NNNNN ARAAN ARAAH Quam mum wore 
ewe mms 


© 
“N 
o 


10.00 


10.22 
10.45 
10.70 
10.95 
11.22 


11.50 
11.79 
12.11 
12.43 


C000 0c0G000 coco coco > 
00000000 0000000000 0000000000 0000000000 0000000000 c9c000G000 ©9600 00000000 9=9.G0000000 09 G0 G0 00 oo co g 


4.75% 


Required Yields on Taxable Securities to Net the Same as on Tax-exempt Securities 
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Yields of Tax-Exempt Securities 
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10.43 
10.65 


10.89 
11.14 
11.40 
11.67 
11.95 


12.25 
12.56 
12.89 
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10.21 
10.43 
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Corporation tax—Separate returns 


13% 
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Litigation Prospect Under the New 
_ Federal Tax Law. 


By WALTER H. SCHULMAN * 





Factual Contests as to Proper Basis 


ITH respect to the determination of the 
\ \ amount of gain or loss from the sale or other 
disposition of property, the 1932 Revenue 
Act is not in essential fundamentals different from 
the 1928 Act. The opportunity for dispute on ques- 
tions of fact concerning the proper basis for gain or 
loss would appear to be about equal 
under both Acts. The “adjust- 
ment” of the gain or loss basis is 
provided by Section 113 (b) of the 
1932 Act. 

Both Acts, in their respective 
sections, numbered 113, contain 
specific definitions of the basis, such 
as cost; inventory value; the fair 
market value of property in the 
hands of the donor when it has been 
the subject of a gift after December 
31, 1920; the fair market value of 
property at the time of acquisition 
in cases where that was by gift or 
transfer in trust prior to January 1, 
1921; the fair market value of prop- 
erty at the time of death of a de- 
cedent where it has been acquired 
by specific bequest, or, in the case 
of realty, by general or specific de- 
vise; the fair market value of the 
property at the time of distribution 
to the taxpayer if it was acquired 
by will or intestacy in other than 
the foregoing modes of acquisition. 

In addition, both Acts are identical in their defi- 
nitions of the basis in the cases of tax-free exchanges 
generally, tax-free distributions, involuntary conver- 
sions of property, and property acquired by a cor- 
poration during affiliation. As to wash sales of 
stock, the two Acts would appear to make the same 
provision for fixing the basis of the substantially 
identical stock or securities acquired after a sale. 
In this respect, Section 113 (a) (11) of the 1932 Act 
is not only different in phraseology from Section 113 
(a) (11) of the 1928 Act, but it does not limit its 
terms to “substantially identical property” acquired 
after December 31, 1920, as the earlier section pro- 
vides. 

Restriction on “Stepping Up” the 
Corporate Basis 


It is, therefore, apparent that litigation over the 
proper basis may be expected to proceed in its cus- 
tomary channels. A new ground for the taxpayer’s 
contest may conceivably be found in Section 113 
(a) (7), which is identical with its 1928 predecessor, 
except for reduction of the “interest or control in 
* Asst. United States Attorney, New York, N. Y. 
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such property” from 80 per cent or more to 50 per 
cent or more for the purpose of making’ the corporate 
basis of property the same as it was in the hands 
of the transferor where it was acquired by a cor- 
poration after December 31, 1917 for stock in con- 
nection with a reorganization. The effect of this 
change in the law would seem to be to deprive the 
corporate taxpayer of a basis com- 
puted by reference to the value of 
property at the time of acquisition 
in-connection with a reorganization. 
In many cases such value might be 
substantially higher than the basis 
of the property in the hands of the 
transferor. The deprivation of this 
higher or “stepped up” basis would 
appear to obtain with respect to 
past transactions in which trans- 
ferors to a corporation realized gain 
because immediately after the ex- 
change of their property for stock 
or securities in the corporation 
(Section 112 (b) (5)), they did not 
have “the ownership of at least 80 
per centum of the voting stock and 
at least 80 per centum of the total 
number of shares of all other classes 
of stock of the corporation” (Sec- 
tion 113 (a) (7), 1932 and 1928 
Acts). 

In this regard, we may recall that 
since the Revenue Act of 1921 tax- 
payers have been able to make tax- 
free exchanges of their property for corporate stock 
so long as they were “in control” immediately after 
the exchange. “Control” has been consistently de- 
fined by the Revenue Acts from 1921 onward as the 
“80 per centum,” above mentioned. Thus, in any 
case where such control did not remain in the trans- 
ferors immediately after the transfer, they realized 
taxable gain. The corporate transferee could con- 
sider as its basis the value of the property at the 
time of acquisition (whether in connection with a 
reorganization or not) rather than the basis in the 
hands of its transferors. This result obtained with- 
out statutory restraint even though the transferors 
had the “80 per centum” ownership immediately 
after the exhange, until the 1924 and 1926 Acts, 
provided that in cases where no gain or loss was 
recognized on an exchange transaction the basis in 
the hands of the transferee should be the same as 
in the hands of the transferor. Under those Acts, 

1The determination of this gain is complicated by the terminology 
in the several Revenue Acts, such as “fair market value, if any’ 
(1918 Act), ‘readily realizable market value” (1921 Act), ‘“‘fair market 
value” (appearing in the Acts from 1921 to 1932), which must be 


applied to the stocks received by the transferor to determine his gain 
or loss. 
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as well as under the 1928 Act, there still had to be 
the “80 per centum” control in the transferors after 
the exchange before the corporation, by statutory 
mandate, could be restricted to the same basis as its 
transferors. 


By reducing the amount of control to “50 per 
centum” in order to restrict the corporation in the 
same basis as that of its transferors, the 1932 Act 
would seem retroactively to step down the basis in reor- 
ganization cases, notwithstanding that in many cases 
the transferors under earlier Acts realized gain, be- 
cause immediately after the transfer to the corporation 
they did not have the “80 per centum” control. On 
the other hand, Section 113 (a) (7) provides in effect 
that in determining the corporate basis the basis in 
the hands of the transferor should be increased in 
the amount of gain, or decreased in the amount of 
loss, recognized to the transferor upon the transfer 
under the law applicable to the year in which the 
transfer was made. 


In this connection, the taxpayer may conceivably 
contend that the “50 per centum” control provision 
in Section 113 (a) (7) was not intended to apply to 
the corporate basis resulting after transfers made 
under the 1921 Act, in cases where the transferors 
had an “80 per centum” control immediately after 
the exchange, because that Act did not specifically 
provide that where the transferor’s control after ex- 
change was “80 per centum” the corporate basis 
should be the same as the transferor’s. In such 
cases, as pointed out above, the corporation could 
consider the basis the value of the transferred prop- 
erty at the time of acquisition, which might be higher 
than when held by the transferors. Such a conten- 
tion would be made in the face of sweeping provi- 
sions of the 1924 and 1926 Acts which sought to 
eliminate the “stepping up” of the corporate basis 
of property received on an exchange in which gain 
or loss to the transferor was not recognized. Though 
the taxpayer may feel that an inequitable result is 
achieved by reduction of the “control” per centum 
for corporate basis determination, it should be borne 
in mind that in this situation Congress is dealing 
with a system of exemptions created by it, the en- 
joyment of which may possibly be qualified by such 
conditions as it deems expedient. 


In subdivision (8) of subsection (a) of Section 113 
we find a further new endeavor of Congress to pre- 
vent a stepping-up of the corporate basis in respect 
of property acquired by a corporation as “paid-in 
surplus” or a “contribution to capital.” These types 
of property may without great stretch of circum- 
stance be considered quasi-gifts. ‘Thus contemplated, 
they respond to the statutory principle, upheld by 
the Supreme Court as constitutional, that the basis 
of gift property in the hands of the donee is the same 
as the basis of the property in the hands of the donor. 
This subdivision would, therefore, not seem to be 
particularly productive of litigation, especially when 
we consider that “stepping up” the corporate basis 
is possible to the extent that gain is recognized to 
the transferor on the transfer under the law appli- 
cable to the year in which the transfer was made. 
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Conceivable Disputes Concerning the 
“Adjusted Basis” 


Concerning the basis of property acquired prior to 
March 1, 1913, Section 113 (a) (13) would in prac- 
tical effect appear to be the same as its precursor 
Section 113 (b) of the 1928 Act, although the phras- 
eology in the 1932 section differs substantially from 
that section. 

The “adjusted basis” provided by Section 113 (b) 
incorporates substantially the “adjustment of basis” 
which is the title of subsection (b) of Section 111 of 
the 1928 Act. The 1932 Act contains, however, 
some new features which are of interest. Thus, the 
1932 Act expressly includes “taxes and other carry- 
ing charges on unimproved and unproductive real 
property” in the “other items, properly chargeable 
to capital account” which may be taken into con- 
sideration in adjusting the basis. It just as expressly 
excludes “taxes or other carrying charges” if the tax- 
payer has made deductions for them in determining 
net income for the taxable year or prior taxable years. 

Considered in conjunction with Section 23 (c) (3),? 
Section (b) (1) (a) may conceivably provide a cause 
of dispute between the taxpayer and the Govern- 
ment concerning what are appropriate “carrying 
charges” by which to adjust the basis of real prop- 
erty. With respect to local benefits assessments, 
Section 23 (c) (3) apparently considers them in gen- 
eral as capital items, but leaves it to the taxpayer to 
demonstrate what proportion of such assessments 
represents current expenses in the nature of main- 
tenance or interest charges. For adjustment pur- 
poses under Section 113 (b) (1) (a), questions may 
arise as to the proper proportion of such assessments 
to be considered in the basis, especially in cases 
where the taxpayer has under Section 23 (c) (3) 
made whatever deduction for such assessments he 
believed allowable. In this connection, there is the 
possible situation that in an earlier year the taxpayer 
may have erroneously determined the proportion of 
local benefits assessments deductible as maintenance 
or interest charges and in a later year endeavor to 
determine the correct proportion because he is con- 
cerned with adjusting the basis of the property for 
gain or loss. Section 113 (b) (1) (a) would on its 
face seem to present the taxpayer with a difficulty 
conducive to contest, the propriety of which would 
largely depend on the facts of the particular case. 

Section 113 (b) (1) (B) by virtue of the phrase “in 
respect of any period since February 28, 1913” pro- 
vides a conceivable source of contest, because, from 
the taxpayer’s viewpoint, it may suggest a diminu- 
tion of the basis of the property in his hands for 
allowable wear and tear, etc., prior to the time of its 
acquisition by him. In this respect, Section 111 (b) 
(2) of the 1928 Act provided that the basis should 
be “diminished” by the amount of deductions for 
wear and tear, etc., which “since the acquisition” 
of the property have been allowable for it under that 
Act or prior income tax Acts. The materiality of 
any question raised by the taxpayer would seem to 
depend in large measure on the manner in which he 
acquired the property. 





? This section prohibits the deduction of taxes assessed against local 
benefits tending to increase the value of the property assessed, but 
allows as a deduction so much of such taxes as is properly allocable 
to interest or maintenance charges. 
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The “Substituted Basis” as a Source 
of Contest 


The “substituted basis”, defined by subdivision 
(2) of subsection (b) of Section 113, may very pos- 
sibly give rise to various situations in which the tax- 
payer will be at issue with the Government. The 
problems which may arise would appear to be 
founded more in disputes of fact capable of resolu- 
tion by competent evidence than in legal ambiguities. 
The incomplete, lost, or destroyed records of his 
transferor, grantor or donor, may make it exceed- 
ingly difficult for the taxpayer, if not impossible, to 
convince the Internal Revenue officers that property 
which he holds on a “substituted basis” is entitled 
to the customary adjustments recognized by the law 
or regulations. This will be especially true where 
the property has been held a long time prior to its 
transfer to the taxpayer. In the case of “other 
property,” held at any time by the taxpayer, to which 
reference must be made under the law for the purpose 
of determining a “substituted basis,” the same po- 
tential source of factual dispute exists. It is com- 
mon knowledge that in many instances the taxpayer’s 
own records have unfortunately been so kept as to 
make it difficult for him to maintain his side of a 
question of fact to the satisfaction of a stranger to 
his business. The difficulties are naturally aug- 
mented by a “series of substituted bases,” to use the 
language of the statute. 


Innovations in Section 112, Subsections (h) and (k) 


Turning to the recognition of gain or loss under 
the 1932 Act, we find Section 112 identical with its 
1928 forerunner in all respects except two. The type 
of litigation which took place under the 1928 Act and 
earlier Acts is, therefore, possible insofar, as the 
Board of Tax Appeals and the Courts, have not been 
called upon to consider novel points or once moot 
questions are now definitely settled by decision. 

The first of the innovations in Section 112 is to 
be found in subsection (h), pertaining to the effect 
of the distribution of stock on a reorganization in 
determining the taxability of subsequent distribu- 
tions by the corporation. Like the earlier section in 
the 1928 Act, Section 112 in substance provides that 
a distribution of stock or securities in a corporation 
a party to a reorganization, in pursuance of a plan of 
reorganization, shall not be considered a distribution 
of profits or earnings within the meaning of Section 
115 (b)* in order to determine the taxability of sub- 
sequent distributions by the corporation. But the 
language “if no gain to the distributee from the re- 
ceipt of such stock or securities was recognized by 
law,” appearing as an addition to Section 112, in the 
1932 Act, suggests situations in which the distributee 
might be considered to have received recognizable 
gain. 

Going back to the 1921 Act, we find that a dis- 
tributee of stocks or securities could realize taxable 





_ *Section 115 (b) permits earnings or profits accumulated, or increase 
in value of property accrued, before March 1, 1913, .to be distributed 
exempt from tax, after the earnings and profits accumulated after 
February 28th, 1913 have been distributed. ne effect of Section 112 
(b) is, therefore, possibly to allow a distribution of earnings, profits or 
increase in value, accrued prior to March 1, 1913, before distribution 
of earnings, profits or increase in value, accrued after February 28th, 
1913, is made, so — as the earnings, profits or increase in value 
are represented by stock or securities distributed in pursuance of a plan 
of reorganization. 
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gain under that Act in the following circumstances: 
Corporation A, in pursuance of a reorganization plan, 
transfers some of its assets to corporation B for 
stock of that corporation, and then distributes the 
stock received to corporation A stockholders, with- 
out requiring any surrender of their stock by them. 
The creation of two distinct corporations would 
seem, however, to make possible the type of trans- 
action above described without Corporation A stock- 
holders being charged with a taxable dividend. 
Under Section 203 (c) of the 1924 Act, Section 203 
(c) of the 1928 Act, Section 112 (g) of the 1928 Act, 
and Section 112 (g) of the 1932 Act, the same trans- 
action may be consummated tax-free in pursuance 
of a reorganization plan. Accordingly, it is con- 
ceivable that the taxpayer might contend that any 
security distribution within the purview of Section 
112 (h), if made to him while the 1921 Act or earlier 
Acts were in effect should not be treated so as to 
affect the tax liability of subsequent distributions 
to him by the same corporation. 

With respect to foreign corporations, which not 
infrequently are involved in reorganization plans, 
subsection (k) of Section 112 purports to restrict the 
use of such corporations to effect tax-free exchanges, 
if the Commissioner of Internal Revenue is satisfied 
that an exchange or distribution otherwise tax-exempt 
is made “in pursuance of a plan having as one of its 
principal purposes the avoidance of Federal income 
taxes.” This subsection imposes its restriction by 
depriving a foreign corporation of its identity as a 
corporation in determining the extent to which gain 
shall be reorganized in the exchanges or distribu- 
tions sanctioned by Section 112. It contains obvious 
elements of dispute between the taxpayer and the 
Government by requiring, prior to the exchange or 
distribution, a demonstration to the satisfaction of the 
Commissioner that a foreign corporation is not in- 
volved in a reorganization plan principally as a means 
of achieving the avoidance of Federal income taxes. 
It is apparent that any reorganization plan consum- 
mated in conjunction with a foreign corporation is 
perilously achieved without prior submission to the 
Commissioner. Indeed, a serious question may con- 
ceivably arise concerning the Commissioner’s power 
to exercise discretion favorably for the taxpayer un- 
der this subsection, if a reorganization involving a 
foreign corporation is completed before presentation 
to him for approval. The matters that we are now 
considering, of course, depend for their materiality 
upon an exchange of property with, or distribution 
of property by, a foreign corporation in pursuance of 
a plan of reorganization under the tax exemption 
provisions of Section 112. 

Necessarily, the contests between the taxpayer 
and the Government under subsection (k) will com- 
mence before the Treasury Department. At the out- 
set, the taxpayer will be faced with the fact-finding 
power which Congress has delegated to the Com- 
missioner by this subsection. If dissatisfied with 
the conclusion of the Commissioner, taxpayer may 
conceivably apply to other tribunals for a review o! 
the administrative discretion exercised to the satis- 
faction of the officer charged with administration ot 
the tax laws. The scope of review will not be very 


(Continued on page 310) 
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Operation of the Real Estate Tax 
in Lexington, Kentucky 


By JAmEs W. MartIN * and GeorGcE W. PATTON ** 
Part Il 


Reductions in income, suffered by all classes of people, have made taxpayers 
extraordinarily concerned about high taxes and inequities in the distribution of the 
necessary cost of government. Local taxpayers’ associations, having as their objec- 
tive correction of existing tax evils, are being organized at a rapid rate. In order 
to act intelligently and in the common interest such organizations must have ade- 
quate facts. Inequitable property assessments are the underlying cause of much 
of existing discontent. This tax study illustrates a method of obtaining local tax 
information necessary as a basis for well-advised corrective action. While limited 
to one city, the conditions disclosed are probably duplicated in many municipalities 
throughout the country. The first installment of this study appeared in the July 


III. The Tax Burden 


HE standard by which the members of a com- 

munity judge the fairness of their tax burdens 

is a somewhat confused mixture of the tests of 
“benefit” and “ability-to-pay.” Although general 
property taxes originated as measures of taxpaying 
ability, present real estates taxes in. this country are 
to be defended as measures of benefit.’* 


The more serious problems arise in those cases in 
which the benefit is general, indirect and vague, and 
in which the costs must be distributed on some basis 
other than “benefit.” The basis which seems gen- 
erally agreed upon as theoretically advisable, when 
benefit can not be traced, is described by the phrase 
“ability-to-pay.” This phrase has several possible 
interpretations.*® 

It is theoretically possible to use a man’s posses- 
sions as a measure of his ability to pay. In other 
words, a property tax might be devised which would 
be correctly classified as a personal tax. However, 
this is not the character of the real estate tax now 
in force in Kentucky. It taxes property objectively, 
with little or no regard to the general economic posi- 
tion of the persons who may hold title to it.’® 

It is possible to measure roughly the distribution 
of the tax burden from the point of view of the re- 
lationship of taxes paid to the capital value of the 
properties taxed. Table V shows the average per 
cent of estimated true value of different types of 
real property absorbed in taxes. If the Roberg sam- 
ple is representative, the average property owner 
paid $1.92 of taxes on each $100 of estimated true 
value in 1929. In other words, the tax on real estate 
as levied by the state, county and city governments 





* Director, Bureau of Business Research, University of Kentucky. 

** Sometime Assistant, Bureau of Business Research, University of 
Kentucky. ae 

117 See Final Report of the California Tax Commission, 1929, p. 5. 

18 The “equal sacrifice” interpretation is supported by Seligman and 
Jensen, while Pigou supports the “minimum sacrifice” principle. Cf. 
Seligman, Studies in Public Finance, pp. 182-191, Jensen, Problems of 
Public Finance, pp. 210-212, Pigou, Public Finance, pp. 58-62. Others 
view ability as distinct from sacrifice and as objective in character, Fran- 
cis Walker, Political Economy, sec. 465. . 

1% The property tax in several Swiss cantons is graduated on the 
basis of the amount of property owned by the individual taxpayer. This 
results in making the tax more nearly a personal tax. See Seligman, 
Progressive Taxation in Theory and Practice, pp. 63-82. 
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absorbed income equal to nearly 2 per cent of the 
value of the property. Of this amount the city gov- 
ernment received $1.48 and the county and state 
governments $0.44. Business property of all kinds 
paid taxes of $1.89 per $100 or $0.03 on the $100 less 
than the average taxpayer, whereas, the average 
home owner paid $2.28 per $100 or $0.36 per $100 
more than the average property owner. The average 
tax burden on homes is 18.7 per cent greater than 
that levied on the average property and 20.6 per cent 
greater than that imposed on business properties. 
In general, miscellaneous business properties and 
stores and department stores were taxed at rates 
below the average, the favorable average diffierential 
in the case of the former being $0.16 and in that of 
the latter $0.07. The greatest differences, as far as 
business realty is concerned, appear in the rates on 
warehouses taxed at average rates of $2.15, and 
apartments and double dwellings taxed at average 
rates of $2.10 per $100 of estimated true value. The 
tendencies shown here, of course, arise out of the 
assessment situation. That is to say, the properties 
which are assessed at the lowest percentages of their 
estimated true value are also taxed at relatively low 
rates. 


Table V 
RATIO OF TAXES TO ESTIMATED TRUE VALUE, BY CLASSES 


Ratio of taxes to estimated fair value 
ounty 


Group City and state Total 
number Type of property per cent per cent per cent 
I Stoves’ Gee Mees. 8 Sk 1.52 45 1.98 
II Stores and department stores... 1.42 43 1.85 
III Garages and filling stations..... 1.57 42 1.99 
IV ND, oi hie bins rig se dh 1.65 .49 2.15 
V Miscellaneous business ........ 1.35 41 1.76 
VI Apartments and double dwellings 1.67 44 2.10 
VII Single dwellings .............. 1.79 49 2.28 
x EMME ocla adds ce bhitisa ses peep 1.48 44 1.92 
XII All business property.......... 1.46 -43 1.89 


These comparisons, however, do not give a com- 
plete picture of the situation. They show the 
weighted average tax rates effective on the various 
types of properties, but they fail to disclose the more 
glaring variations in effective tax rates on individ- 
uals. While the average tax rates effective on vari- 
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Fig. 11 


FREQUENCY DISTRIBUTION OF 448 PROPERTIES ON THE 
BASIS OF THE “a AND LOCAL 
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ous types of property are significant in that they 
show tendencies concerning discriminations between 
different classes of properties, they do not enable one 
to distinguish discriminations effective between in- 
dividual properties. Figure 11 is a frequency distri- 
bution of the 448 items analyzed in this report, on 
the basis of effective tax rates. Three hundred 
thirty-two items were taxed at rates above the 
weighted average. This means that these items were 
overtaxed as compared with the remaining 116 prop- 
erties which were taxed at rates below the average. 
Specific cases will serve to illustrate the effect of 
such variations. One property estimated to be worth 
$3,562 ‘is assessed by the city at 80.0 per cent and 
by the county at 182.5 per cent of this value and the 
resulting combined tax rate is $3.43; whereas, an- 
other property valued at $467,812 is assessed by both 
the city and county officials at 32.1 per cent of its 
estimated value. In this case the effective tax rate 
is $1.05 per $100. The smaller item paid $122.11 in 
taxes and the larger $4,890.00. If each had been 
assessed in such a way that the effective tax rate was 
$1.92 per $100, no discrimination would have oc- 
curred. As the case stands the larger property re- 
ceived a discount of $4,092.00 or an amount equal to 
83.7 per cent of the tax actually paid, whereas the 
smaller property was overtaxed by $53.72, an excess 
equivalent to 44.0 per cent of the tax levied on it. 
The smaller property was taxed at a rate $2.39 
greater than the larger parcel, a rate differential of 
226.6 per cent. 

The illustration used above suggests a tendency 
to tax small properties more heavily than larger 
properties. Table VI which gives the weighted aver- 
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age tax rate for properties of various sizes bears out 
this implication. It shows that all parcels of real 
estate valued at $100,000 or less tend to be assessed 
so that the average effective tax rates are above 
those applied to all property; whereas properties 
with values in excess of $100,000 are assessed less 
heavily and therefore taxed at rates below this norm. 
The properties falling in Group B are taxed at an 
average rate of $2.36 as compared with those items 
in Group E taxed at $1.86 per $100 of estimated true 
value. The differential is $0.50 per $100. The effect 
of such discrimination can be best understood if the 
actual rates are applied and the differences in rela- 
tive tax burdens compared. The aggregate esti- 
mated value of the first group is $511,419 and of the 
second, $6,583,187. If the assessments had been uni- 
form, the former would have paid $9,819 in taxes 
and the latter $126,397. However, the assessments 
were such that Group B paid in taxes $12,104 and 
Group E $122,447. As compared with all property, 
the properties included in Group B were overtaxed 
by $2,285 or an amount equal to 18.9 per cent of its 
total tax bill; whereas, the more valuable properties 
effected a saving of $3,950, or a discount equal to 
3.2 per cent of the taxes paid by this group. The tax 
burden levied on the smaller items is 26.9 per cent 


Table VI 


RATIO OF TAXES TO ESTIMATED TRUE VALUE OF DIFFER. 
ENT PRICED PROPERTY 


Ratio of taxes to estimated true value 


County 

City and state Total 

Group Size of property per cent per cent per cent 
All property 1.48 44 1,92 
A $ 1,000-$ 3,000 1.96 90 2.58 
B 3,000- 10,000 . sae .54 2.36 
= 10,000- 30,000 1.77 50 2.27 
D 30,000- 100,000 1.54 .44 1.98 
E 100,000- 300,000 1.44 42 1.86 
F 300,000- 1,000,000 1.26 38 1.64 
G $1,000,000-$3,000,000 1.28 : -42 1.70 


greater than that imposed on the larger properties. 

Table VII presents the effective tax rates as ap- 
plied to the properties owned by six of the larger 
property owners in Lexington. The group as a 
whole was taxed at an average rate of $1.82 per 
$100. This rate is $0.10 per $100 below that effec- 
tive on all property. While three members of this 
group paid taxes based on rates above the average, 
the favorable differential in any case was not very 


‘great. Property owner C, whose holdings were taxed 


at an average rate of $2.04 was taxed more leniently 
than the 292 property owners (over half of the total) 
whose property was taxed at effective rates ranging 
from $2.05 to $5.50. For example, if the tax burden 
of this individual is compared with that of, say, prop- 
erty owner K, which is not an extreme case,”° it can 
be seen that the former has been relatively under- 
taxed. C owns eight parcels of real estate valued at 
$446,322 and K owns a parcel valued at $51,500. 
The property of the former is taxed at $2.04 and that 
of the latter at $2.59 a $100 of estimated worth. C 
paid $9,104 in taxes and K $1,334; but the latter as 
compared with the former was overtaxed by $284; 
whereas C, as compared with K, was undertaxed by 
$2,455. In percentage terms K was taxed at a rate 
27.4 per cent greater than that effective on C’s prop- 
erty. The effect of such discrimination can be bet- 





2 Property owner K is the median case of the 292 properties taxed 
at rates ranging from $2.05 to $5.50. 
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ter understood when it is seen that C’s annual tax 
savings ($2,455) are equivalent to a 6 per cent income 
on $40,750 (an amount equal to 79.1 per cent of the 
value of the property owned by K). If the cases of 


Table VII 


RATIO OF TAXES TO ESTIMATED TRUE VALUE OF PROP- 
ERTY OWNED BY SELECTED PROPERTY OWNERS 


Ratio of taxes to estimated true value 


County 
Property City and state Total 
owner Number of properties per cent per cent per cent 
A 3 1.54 .40 1.94 
B 4 1.58 .49 1.99 
Cc 8 1.61 43 2.04 
D 3 1.30 41 1.71 
E 18 1.41 36 1.77 
F 22 1.36 .39 1.75 
Total 58 1.42 .40 1.82 
All property 448 1.48 44 1.92 


D, E, and F were compared with K it would be 
apparent that the discrimination is greater, and like- 
wise, if any of the 145"! properties taxed at rates 
greater than K’s ($2.59) had been used, a still wider 
differential would be evident. 


It can be concluded, therefore, that realty owned 
by larger property holders, while not underassessed 
to the same extent as large parcels of property, was 
taxed at favorable rates as compared with the real 


estate owned by a majority of the property holders 
of the city.?? 


IV. Summary and Conclusions 


1. Justice in the taxation of real property requires 
uniform assessment, regardless of whether the tax is 
justified on the basis of ability or on the basis of 
benefit. This fact is given legal recognition in Ken- 
tucky in the requirement of assessment of all real 
estate at its fair cash value. This study has disclosed 
that, assuming the parcels of property included con- 
stitute a fair sample, practice in Lexington fails to 
conform to requirements of the law. The failure is 
two-fold: (a) The general level of assessments is 
below the full-value standard prescribed by law and 
(b), still more unfortunately, the underassessment 
varies in degree as between individual parcels of 
property; large and small parcels (large parcels are 
underassessed by a greater margin than small ones) ; 
realty differently used (business property is under- 
assessed to a greater extent than residences) ; and 
real estate owned by large- as compared with that 
owned by small-scale landlords (the former being 
underassessed to a greater degree). These varia- 
tions occur under both city and county assessments. 
The variation in assessment between large and small 
parcels of property is so significant that it requires 
separate comment. The net result of the practice, 
which appears to be quite usual elsewhere as well as 
in Lexington, is that the small parcel is taxed at a 
higher actual rate than the large. That is, the prac- 
tice results in taxing at regressive rates, in taxing 
those who have little at a higher actual rate than 





21 See previous footnote. 

*2 The data on the 465 pieces of property which were used to supple- 
ment the Roberg Report bear out the conclusions reached in this study 
that generally: (a) business properties are underassessed as compared 
with dwellings; (b) larger parcels of real estate are assessed at a lower 
percentage of their full values than smaller ones; (c) there appears to 
be some, though far from perfect, correlation between the assessed values 
of identical parcels of real estate as appraised by city and county 
assessors; and (d) the county assesses real estate at a lower proportion 
of market value than does the city. 
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those who have much. This is precisely the con- 
trary of progressive taxation which is generally re- 
garded as just. Probably the most important 
reasons for the practice are: (a) the fact that small 
properties are more easily inspected and hence more 
accurately evaluated; (b) the fact that there is a 
certain psychological effect of large numbers; (c) 
the fact that business men and other owners of high- 
priced realty complain against high assessments. 


2. It is clear from this investigation that adequate 
assessing equipment, including personnel, is essential 
to successful administration of the appraising func- 
tion. The city assessment facilities are decidedly 
more extensive than those of the county in spite of 
the fact that the county tax commissioner must ap- 
praise property outside Lexington as well as within. 
The result appears to be clearly reflected in the 
greater efficiency with which the city finance depart- 
ment accomplishes its task: (a) in the closer ap- 
proximation to full-value assessment, and (b), much 
more important, in the greater uniformity of the 
ratios of assessed to true value. As indicated in the 
beginning of this study, there is no reason to believe 
that the effort expended in the one case is more earn- 
est or public-spirited than in the other. Hence the 
obvious conclusion that the superior work of the city 
is the result of greater facilities. 


3. Another conclusion is likewise obvious from 
this showing. The double assessment by both city 
and county is a pure waste of money and effort. A 
single assessment for the two tax jurisdictions would 
give all the desirable results now attained and do it 
at a much reduced cost.” For taxpayers, in other 
words, it would be much better if there were only 
a county assessment,—but a county assessment made 
by a well-equipped and adequately manned staff. 
Apparently there is no reason why the city manager 
government may not effect such a change by a co- 


operative arrangement with the county or by some 
other means.** 


4. Another conclusion, which is perfectly obvious 
and which strongly reinforces the suggestions al- 
ready offered, is that there is little relation between 
assessments by county and city officials. That is, 
although county and city assessments are both wide- 
ly scattered, the former somewhat more than the 
latter, so far as individual properties are concerned 
there is little tendency for the same parcels to be 
underassessed by both city and county. The fact 
that the city assesses a given item at 50 per cent of 
its value gives no indication as to whether the county 
will assess it at 30 or at 90 per cent. 


5. The unfortunate results of the work of the 
county and city boards of supervisors are clearly 
shown. It appears from this and other studies*® 
that there is considerable tendency on the part of 


(Continued on page 314) 





28 See Advisory Board of Estimate and Apportionment, Problems of 
Governmental Simplification. Administrative Processes of the Various 
Local Taxing Agencies in Chicago and Cook County for an able discussion 
of this point in a general way. See Chamber of Commerce of the United 
States, Assessment, p. 10 for a general endorsement of this view. 

4 Carroll’s Kentucky Statutes, 1930 Sup., chap. 89-2, Art. XIITa. 
The text was written prior to initiation of the city-manager government. 

2% E. g. Joint Commission on Real Estate Valuation, A Study of 
Assessment Organization and Legislation in Its Application to Cook 
County, Report II, especially table on p. 32; H. D. Simpson, Tar 
Racket and Tax Reform in Chicago, p. 88. 



































































































































































































































































































































































































































































































































































































































































Property Tax Delinquency in Ohio: 


Why Pay Property Taxes? 


A Bill 


of Particulars—Part IV 


In the previous articles of this series, the discussion 
dealt chiefly with the laws of tax collection in Ohio 
and the manner in which these laws are enforced. In 
the June issue of THE Tax MaGazZIne, pp. 219-222, 
there were presented certain data on tax collection and 
tax delinquency to give some idea of collection efficiency 
and the delinquency situation as found in the various 
counties of the State of Ohio. That phase of the tax 
study* is supplemented in this article.-—Editor. 


Unpaid Real Property Taxes—1928 Levy 


HE unpaid real property taxes of the 1928 levy 

in twenty-nine counties are shown in Table XI. 

The total delinquency of each county is also di- 
vided between urban and rural areas as shown in 
columns 4 and 7. The total unpaid real property taxes 
in the twenty-nine counties amounts to $8,332,424 
(Col. 1) of which $7,581,542 had its origin in the urban 
areas of the counties, and $750,882 in the rural areas. 
Of the counties under review, Cuyahoga had the largest 
delinquency for the year, amounting to $5,829,305; 





* Associate Professor of Economics, Oberlin College; formerly Econo- 
mist of the Governor’s Taxation Committee of Ohio. 

1This study, presented here in summary form in a series of articles, 
comprises Part II of the Report on Property Tax Administration in 
Ohio, prepared by the Sub-committee on Research of the Governor’s 
Taxation Committee, Ohio. A summary of Part I of this report, with 
a brief discussion of the work undertaken by the Subcommittee on 
Research was presented in R. T. Compton’s article, “Romance and 
Realty,” THe Tax Macazine, Dec., 1931. 


By ArtTHur E. NILsson * 





Table XI 





Vinton had the smallest, $11,657. In columns 2, 5 
and 8, the 1928 real property levies of the counties 
as a whole, of the cities and incorporated villages, 
and of the townships and school districts outside of 
the corporation limits, are shown. The total real 
property taxes for the twenty-nine counties amount- 
ed to $99,669,745 out of which resulted $2,332,424 
of unpaid taxes—a percentage of delinquency to levy 
of 8.4% (Col. 3). The percentage of unpaid taxes 
to the tax levies for urban areas was 8.8% (Col. 5) 
while for rural areas it was 5.4% (Col. 9). 


With reference to individual counties the delin- 
quency percentage ranged from a minimum of 2.0% 
in Mercer and Van Wert counties to a maximum 
of 11.6% in Belmont County. A frequency distribu- 
tion of the county delinquency percentages is shown 
in Table XII. 


The modal class of this frequency distribution ap- 
pears to be the 2%-3% class, within which seven 
counties of the twenty-nine are included. In six 
counties the ratios of delinquency to tax levy fall 
in the 3%-4% class; in five counties they fall in the 
4%-5% class; in two counties in the 5%-6% class; 
in one county in the 9%-10% class, and in two coun- 
ties in the 10%-11% class. 


In twenty-six of the twenty-nine counties the per- 
centage of delinquency was less than 8%, and in 


UNPAID REAL PROPERTY TAXES—1928 





Tota, County 








Amount Taxes Real Property 


(Does not include special assessments) 





Amount Taxes 





URBAN RuRAL 





Real Property Amount Taxes’ Real Property 


Unpaid 1928 Levy 1928 1928 Unpaid Levy 1928 Percent 1928 Unpaid Levy 1928 Percent 
(Rural and (Rural and Percent (Urban only) (Urban only) Unpaid (Rural only) (Rural only) Unpaid 
County Urban) Urban) Unpaid . 

1 2 3 = 5 6 7 8 9 

I. 004.40 sieges $ 20,498 $ 291,022 7.0% $ 5,560 $ 88,084 6.3% $ 14,938 $ 202,938 7.4% 
ME ar veca a 6are 78,785 2,065,190 3.8 65,267 1,644,440 4.0 13,518 420,750 3.2 
Belmont ....... 254,043 2,187,938 11.6 120,439 1,307,813 9.2 133,604 880,125 15.2 
Ee 16,312 369,087 4.4 2,898 84,831 3.4 13,414 284,256 4.7 
Cuyahoga ...... 5,829,305 50,992,665 11.4 5,813,703 50,795,890 11.4 15,602 196,775 8.0 
NE dictach ach. + 6am 87,263 1,298,667 6.7 66,992 889,579 7.5 20,271 409,088 5.0 
Franklin ...... 685,539 11,962,480 5.7 634,778 10,854,695 5.8 50,761 1,107,785 4.6 
RS he hate -0/erd 13,941 262,715 6.3 2,440 ,513 2.7 11,501 173,202 6.6 
Hancock ...... 21,896 959,173 2.3 7,013 363,713 1.9 14,883 595,460 a5 
EE heres nce'e 33,156 777,005 4.3 10,888 330,514 3.3 22,268 446,491 5.0 
Highland ...... 25,228 526,407 4.8 11,832 196,007 6.0 13,396 330,400 4.1 
Nh alec eae ere 18,751 702,501 2.7 9,343 306,611 3.0 9,408 395,890 2.4 
ee 25,385 742,388 3.4 6,919 289,629 2.4 18,466 452,759 4.1 
SE 116,731 3,431,120 3.4 87,663 2,772,542 3.2 29,068 638,578 4.4 
ee eee 680,990 12,670,553 5.4 565,205 11,313,123 5.0 115,785 1,357,430 8.5 
ED. -b xs « vas 35,262 780,208 4.5 6,551 93,318 2.2 28,711 486,890 5.9 
ME). diiea vice 23,265 302,289 yy 8,733 125,040 7.0 14,532 177,249 8.2 
Or re 11,876 596,989 2.0 4,327 178,721 2.4 7,549 418,268 1.8 
Morrow ....... 10,095 359,350 2.8 1,280 75,069 1.4 8,815 284,281 3.1 
a 22,353 610,450 aed 4,891 185,470 2.6 17,462 424,980 4.1 
Paulding ....... 24,503 501,383 4.9 4,528 72,989 6.2 19,975 428,334 4.7 
Pickaway ...... 21,009 579,617 3.6 3,192 166,877 1.9 17,817 412,740 4.3 
ll eee 64,559 1,070,959 6,0 25,148 569,721 4.4 39,411 501,238 7.9 
NE, 6a sins ea 107,827 1,772,965 6.1 73,730 1,422,960 5.2 34,097 350,005 9.7 
Van Wert ...... 12,260 615,298 2.0 5,395 207,692 2.6 6,865 407,606 1.7 
EE hier sue 11,657 118,598 9.8 1,234 30,082 4.0 10,423 88,516 11.8 
(ee 24,272 1,112,290 2.2 13,686 588,721 2.3 10,586 523,569 2.0 
i ae 15,238 645,154 2.4 5,806 251,047 2.3 9,432 394,107 2.4 
TD cities ose 40,425 1,365,344 3.0 12,101 391,516 3.1 28,324 973,828 2.9 

YoY) eee $8,332,424 $99,669,745 8.4 $7,581,542 $85,886,207 8.8 $750,882 $13,783,538 a 

AVERAGE 4.96 4.23 5.39 
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Table XII 


ame ht pe eO LION, _ eo PERCENTAGES OF REAL 
OPERTY TAXES WHICH WERE DELINQUENT IN 
TWENTY-NINE OHIO COUNTIES 1928 LEVY 
Percent of 


Tax Levy Delinquent Number of Counties 


ee 


ESeruame 
RVARRKKRAK 


10%-10. 


wD! Be DEDUAN - 


| 
-) 


RE ods oss bites teates 
Average of percentages. . 4.96% 


twenty-four it was less than 7%. The percentage 
of total delinquency to the real property tax levy of 
all twenty-nine counties combined was 8.4% (ex- 
pressed in terms of the aggregate). It is apparent 
that this latter percentage has been inordinately 
weighted by the inclusion of Cuyahoga County 
(Cleveland) data in the totals of county delinquen- 
cies and real property levies. In the case of delin- 
quencies, Cuyahoga County made up 70% of the 
grand total; in property levies, 31% of the grand 
total. Its ratio of delinquency to levy was 11.4% 
and in view thereof, the aggregative percentage 
ratio of the totals was distorted by this one county. 
A more representative picture of the percentage of 
the tax levy delinquent for the counties as a whole 
is provided by the direct average of the individual 
county percentages, 4.96%. 


The percentages of delinquency to tax levy were 
inordinately large in three of the twenty-nine coun- 
ties. Belmont had the largest with a percentage 
of 11.6, followed by Cuyahoga with 11.4 and Vin- 
ton with 9.8. In Belmont County the reason for 
the large amount of unpaid real property taxes was 
attributed to the depressed condition of the coal 
industry. Many coal property owners in this section 
defaulted tax payment with little other alternative. 
Likewise Vinton County, with its large areas of im- 
poverished lands, reflected a condition where many 
taxpayers, hard pressed in meeting their obligations, 
were forced to default in the payment of their taxes. 
The large amount of uncollected taxes in Cuyahoga 
County had its explanation in a relatively high tax 
rate and in speculative real estate developments 
which have resulted in considerable absolute delin- 


quency. This latter consideration will be discussed 


in connection with the analysis of delinquent lands 
at a later point. The tax rate of the county for the 
1928 levy (av. = 24.10 mills) exceeded the average 
of the state (21.53 mills) and was slightly above the 
average city and village tax rate of the state (22.76 
mills). 

The aggregative average percentage of delin- 
quency to tax levy for the urban areas of the state is 
8.8 as shown in Col. 6 of Table XI. For the rural 
areas the percentage of totals is 5.4 (Col. 9). Here 
again the percentage figure for urban areas, consid- 
ered in the aggregate, has been weighted by the in- 
fluence of the Cuyahoga County data (in the rural 
data its delinquency and tax levy were less impor- 
tant). A more representative expression of the 
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ratios of delinquencies to duplicate for the counties 
as a whole may be obtained by averaging the county 
percentages directly. For the urban area the aver- 
age of county delinquency ratios was 4.23%; for the 
rural areas it was 5.39%. 

A frequency distribution of the delinquency ratios 
in the urban areas of each county shows considerable 
variation between the counties. There is, however, 
less variation between counties in the urban than in 
the rural percentages, as was noted in the case of 
unpaid personal property taxes. The average devia- 
tion of delinquency percentages about the average 
of the group is 1.89 in urban areas, and 2.44 in rural 
areas. In Table XIII there are presented frequency 
distributions of the delinquency percentages shown 
by counties in columns 6 and 9 of Table XI. 


Table XIII 


FREQUENCY DISTRIBUTION OF PERCENTAGES OF REAL 
PROPERTY TAXES WHICH WERE DELINQUENT 
IN URBAN AND RURAL AREAS F 
TWENTY-NINE OHIA COUNTIES 


Number of Counties 


Percent of a 
Tax Levy Delinquent Urban Areas Rural Areas 
. e 4 SE ak Se eats a 
NI Si, 5 iais:s <9 vis alae eativlaten oa. 3 5 
EN oc So iarercic nog Sbatales asin 8 2 
SK ctacy aaxeiatece@he ies adhe 5 2 
EN bli ciie w-s.5-c10:0.5 espe doe weoe. 3 8 
SM LG ah 5 voice, 6 Via iwi © Susp gee 3 3 
DI Ne on wtp sks 3 1 
> 2. SSeS eee 2 2 
I ENS hacer ry tie Rcbnerene-ess a 3 
I eS Lorca ase 54 dcers-0'6 alate. o-ndre eis 1 1 
IS CO ak orca nnecAcee ws tee ocular Re 
Po SIE ee are ee 1 1 
SIT a nig k ste ea seeeeaww sen a 
ORS a 6 Spe) 4 arsicinrs: 3 Nae Re eisree nie ; - 
RE SE eno, nl Ae nee ee. . 
SI Fe chiro ewadaws abi. i 1 
TR ie sas a baste teats LW ieraiae toed 29 29 
Average Percent Delinquent ... 4.23% 5.39% 
Average Deviation ........... 1.89% 2.44% 


Comparison of Unpaid Real and Personal Property 
Taxes—1928 Levy 

In Table XIV there is presented a comparison of 
real property and personal property tax delinquen- 
cies. The data contained in this table are particu- 
larly significant in that they show a real property 
delinquency ratio for twenty-nine counties of 5.0%, 
whereas the personal property delinquency ratio for 
the same counties is only 2.7%. 

The range of the real property delinquency ratios 
is from 2%, in Mercer and Van Wert Counties, to 
11.6% in Belmont County. 

The range of the personal property delinquency 
ratios is from 0.9% in Vinton County, to 6.5% in 
Paulding County. 

The latter county presents an interesting case, as 
there the personal property delinquency ratio is ‘the 
highest of this group while the real property ratio 
is relatively low. This high personal delinquency 
apparently has its explanation in the methods used 
in assessing personal property in this county. This 
is a county in which personal property assessors 
make a house-to-house canvass of property owners, 
distribute the assessment blanks, and return to ob- 
tain lists from those who have failed to file them as 
indicated by a check against their records of persons 
visited. Collections are not enforced, however, and 
as noted previously forced assessments of personal 
property taxes are frequently among the first to be- 
come delinquent. 
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Where tax delinquency is occasioned by adverse 
economic conditions, non-payment of taxes by own- 
ers of all types of property usually results. In such 
cases considerable correlation between real property 
and personal property delinquency might be expect- 
ed. On the other hand, where delinquency results 
chiefly from laxity in the enforcement of the laws, 
such correlation would not be expected since there 
is much more variation between counties in the 
methods of collecting personal property taxes than 
in the methods of proceeding against delinquent real 
property owners. 


Table XIV 


COMPARISON OF UNPAID REAL AND PERSONAL PROPERTY 
TAXES LEVIED IN 1928 


Per cent. Amount of Per cent. of 
Amount of of real unpaid personal 
Unpaid Real estate tax personal prop- property tax 
County Estate Taxes levy unpaid erty taxes levy unpaid 
1 2 3 4 5 
OS re $ 20,498 7.0% $ 6,225 5.9% 
EET 78,785 3.8 20,982 2.4 
Belmont ..... 254,043 11.6 51,352 5.3 
SS 16,312 4.4 3,264 2.8 
Cuyahoga .... 5,829,305 11.4 1,176,071 6.1 
“eee 87,263 6.7 10,140 5 
Franklin ..... 685,539! 5.7 122,673? 3:3 
are 13,941 6.3 5,389 3.6 
Hancock ..... 21,896 2.3 8,791 | 
Piavamms ...... 33,156 4.3 11,816 3.2 
Highland .... 25,228 4.8 6,861 3.2 
ae 18,751 4.7 8,873 2.2 
NS eee 25,385 3.4 10,528 3.0 
Lorain ....... 116,731 3.4 14,914 1.6 
eee 680,990 5.4 107,333 2.2 
Medina ...... 35,262 4.5 11,283 37 
Meigs ....... 23,265 Py 6,304 3.0 
Mercer ...... 11,876 2.0 5,514 1.6 
Morrow ..... 10,095 2.8 4,268 2.0 
Crees ...... 22,353 3.7 6,153 1.7 
Paulding 24,503 4.9 10,115 6.5 
Pickaway .... 21,009 3.6 4,338 1.1 
Portage ...... 64,559 6.0 14,169 a3 
ND ose os 107,827 6.1 19,762 aS 
Van Wert 12,260 2.0 5,829 i 
Vinton ...... 11,657 9.8 1,405 0.9 
Wayne ...... 24,272 2.2 18,311 2.2 
Williams ..... 15,238 2.4 4,641 1.4 
Wood ....... 40,425 3.0 10,081 1.3 
Total ........ $8,332,424 $1,687,385 
Unweighted average 5.0% 2.7% 














1 Unpaid real property tax, 1929 

2 Unpaid personal property tax, 1929 

A rough analysis of this table indicates some cor- 
relation between the personal and real property de- 
linquency ratios. In six counties both ratios were 
above average and in thirteen counties both were 
below average; in five counties the real property 
delinquency ratios were above average, and the per- 
sonal property ratios were below average; in the 
remaining five counties the personal property ratios 
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were high and the real property ratios low. These 
relationships suggest that personal and real property 
delinquencies are inclined to move together. 


Unpaid Special Assessments—1928 Levy 


An attempt was made to secure information on 
the amount of unpaid special assessments of the 1928 
levy in each of the forty-four counties visited. As 
in the case of the analysis of unpaid personal and 
real property taxes it was clear that if any compara- 
tive analysis were to be made it would be necessary 
to limit the analysis of collections to the levy of one 
particular year. Data on unpaid special assessments 
of this nature were extremely difficult to obtain. In 
some of the counties the information could only be 
procured by searching through the special assess- 
ment duplicates, inasmuch as no separate record was 
prepared showing the amount of unpaid special as- 
sessment charges; while in others, where delin- 
quency data were available directly, they were 
carried forward on a cumulative basis, making it 
equally difficult to determine the unpaid charges of 
the 1928 levy. In view of these difficulties, data 
could be obtained in only fifteen of the forty-four 
counties. 


The unpaid special assessments of the 1928 levy 
for each of these counties (including county, town- 
ship and road district, and municipal delinquencies), 
are shown in Column 1 of Table XV. In Columns 
4 and 7, the county totals are divided between rural 
and urban areas. The total special assessment 
charges for each county, the special, assessment 
charges in rural areas, and the special assess- 
ment charges in cities and incorporated villages are 
shown in Columns 2, 5, and 8 respectively. The per- 
centages of special assessment charges that were not 
paid are shown by counties and by rural and urban 
areas within each county in columns 3, 6, and 9 
respectively. 

The total 1928 special assessment charges of the 
twelve counties for which complete data were avail- 
able (rural and urban) amounted to $17,138,164. Of 
this amount, $3,367,971 was unpaid. The ratio of 
the aggregate delinquency to the aggregate assess- 
ment levy was 19.6%. In the rural areas of the 
same twelve counties the aggregate assessment de- 
linquencies ($67,443) were 17.6% of the aggregate 
assessment charges ($3,832,411). In the urban areas 


ANALYSIS OF UNPAID SPECIAL ASSESSMENTS—1928 


Totat County 

















URBAN RURAL 








Charge in Percent Urban Charge Percent _. County Charge Percent 
County Amount Unpaid 1928 (only) Unpaid Amount Unpaid 1928 (only) Unpaid Amount Unpaid in 1928 (only) _ Unpaid 
1 2 3 4 5 6 7 8 9 
Cuyahoga ...... $3,175,184 $16,033,356 19.8% $3, = ay $12,610,037 25.0% $16,031 $3,423,319 0.5% 
MN cela es oa cid 46ers 33,602 s 17.69 117,119 3.9 29,071 73,660 39.4 
BE eiwig wide 0.4 3,455 18,520 18.6 366 10,492 18.8 1,489 8,028 18.0 
Hancock ....... 15,372 202,082 7.6 12; 322 124,964 9.9 3,050 77,118 4.0 
— eae oie 71,459 103,315 69.2 69,950 93,992 74.5 1,509 9,323 16.2 
| ee 4,557 148,297 3.7 2,234 52,307 4.3 2,323 95,990 2.4 
CO Se 2,277 7,143 31.9 51 1,570 bo 2,226 5,573 40.0 
Pickaway ...... 2,497 16,038 15.6 1,911 10,466 18.3 586 5,572 10.5 
BE Reel, Ard 0 0 at 0 0 id 0 0 e 
Ol 19,123 174,405 11.0 12,769 99,425 12.9 6,354 74,980 8.5 
See 33,938 174,291 19.5 33,938 174,291 19.5 hel 0 : 
eee No data No data as 376,009 2,422,070 15.5 No data No data 
ea 0 0 0 oe 0 0 
Wayne ..... No data No data , 5,594 35,529 15.8 No data No data : 
Wyandot 6,507 69,938 9.3 1,703 11,090 15.4 4,804 58,848 8.1 
TOTAL $3,367,971 $17,138,164 $3,682,131 $15,763,352 $67,443 $3,832,411 
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of fourteen counties (two of which provided assess- 
ment data for municipalities but not for rural areas) 
the aggregate special assessment delinquency 
($3,682,131) amounted to 23.4% of the aggregate 
special assessment charges ($15,763,352). It ap- 
pears that, for the counties as a whole, the ratio of 
delinquency to charge in urban areas is about 50% 
greater than the ratio in rural areas. Further com- 
ment on this point will be deferred until the discus- 
sion of delinquent land certifications in the following 
section. 

Special assessment delinquencies show so much 
variation between individual counties, in the munici- 
palities as well as in rural areas, that no attempt 
should be made to draw any general conclusions 
from the data provided here. After all, the problem 
of special assessment collection is so closely related 
to each individual project that it is unwise to rely on 
average collection figures. Special assessment pro- 
jects, improvidently undertaken, result in large 
delinquencies; special assessment improvements, 
wisely conceived, doubtless show collection returns 
comparable to those of normal tax levies. Consider- 
ing the fact that special assessment improvements 
fallin both categories, the “typical case” might prove 
misleading, more so when the data are based upon a 
sample as small as that at our disposal. 

An examination of the percentages of unpaid 1929 
special assessments in the various counties shows 
that the range extends from 3.7% in Logan County 
to 69.2% in Jackson County. In five of the counties, 
the ratios of delinquencies to charges fall between 
15% and 20%. The remaining seven are distributed 
above and below this class within the limits men- 
tioned above. Extreme variation in delinquency per- 
centages is also noted between the rural and urban 
areas of the counties. In the rural areas of Morgan 
and Erie Counties, special assessment delinquencies 
were unusually large (40.0% and 39.4% respec- 
tively) and were attributed to heavy road assess- 
ment charges. In the urban areas of these counties 
municipal special assessment delinquencies were 
small (3.3% in Morgan and 3.9% in Erie). Con- 
versely, the delinquency in the urban areas of Jack- 
son County was 74.5% of the assessment charges, 
while the delinquency in the rural areas was only 
16.2%. The special assessment delinquency prob- 
lem in the cities of Wellston and Jackson in Jackson 
County is particularly serious. The 1928 special 
assessment charge in the city of Wellston was 
$61,704.06, of which $53,620.34 was unpaid. In the 
city of Jackson, of the $32,287.68 charge for the year, 
$16,329.82 was delinquent at the end of the year. 
In each of these cities this situation has grown out 
of extensive street paving projects and doubtless -is 
the outstanding illustration in the state of abuse of 
special assessment financing without appropriate 
restrictions. 


Delinquent Lands 


In the preceding section the unpaid taxes and 
special assessments of the 1928 levy were set forth 
for the purpose of illustrating typical collection 
experience in the various counties. No attempt was 
made to follow up the disposition of unpaid taxes 
and assessments. Many of these taxes that remained 
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unpaid after the June collection period of 1929 were 
redeemed, with penalties and interest, in succeeding 
collection periods; others became the prolonged de- 
linquencies for which the machinery of enforced col- 
lection is especially provided. 


As the law provides, the unpaid personal taxes 
became delinquent immediately after their default 
and should have been subjected to legal action forth- 
with. There are no data readily available in the 
collection records of county offices, however, which 
would show the time of payment of these taxes 
where collections were enforced. In the case of un- 
paid real property taxes which become delinquent if 
not redeemed within one or one and a half years of 
the time of original default, however, the actual dis- 
position can be ascertained by an analysis of the 
certification records. 


There are, accordingly, presented at this point the 
analyses of the real property delinquencies originally 
certified in 1925, and for comparison, those certified 
in 1929, as well as of the amounts of the 1925 delin- 
quencies that were paid before the time of the 1929 
quadrennial certifications, and the amounts that were 
quadrennially certified in 1929. Also an analysis of 
the 1929 quadrennial certifications themselves is 
made which will show the amount of taxes and spe- 


cial assessments in the charges certified as delinquent 
in 1925. 


The procedure followed in undertaking the analy- 
sis of delinquent lands in the various counties was 
as follows: The data were obtained from the county 
land tax certificate records in the several counties for 
the years 1925 and 1929. The year 1925 was se- 
lected in the first instance in order that the parcels 
originally certified in that year could be traced 
through to the quadrennial certification of 1929. The 
quadrennial certifications represent the parcels which 
were certified as delinquent in 1925 and not being 
redeemed in the intervening four year period were 
certified again to the state auditor as a part of the 
mechanism to institute foreclosure proceedings as 
provided by law. Although the law requires that 
the quadrennial certifications of each year (unre- 
deemed parcels originally certified four years previ- 
ously) be prepared in February, the practice of the 
counties in this respect is irregular and in many 
cases are not prepared until the later months of the 
year. At the time the records were examined in 1930, 
many of the counties had not set up their quad- 
rennial certifications for that year, so that the 1925- 
1929 period constituted the most recent cycle of 
delinquency for which data were available in most 
of the counties visited. 


To present a more up-to-date picture of the extent 
of delinquent lands throughout the state an analysis 
of the county land tax certifications of 1929 was also 
made. Of course, it is impossible to state what por- 
tion of these parcels will be redeemed before the 
quadrennial certification of 1933; yet a comparison 
of the original certification of delinquent lands of 
1929 with those of 1925 affords an opportunity to 
ascertain the trend of delinquency over this four 
year period, especially when the data are expressed 
in terms of the real property tax levies of the re- 
spective years. 
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The amounts of unpaid taxes and assessments in- 
cluded in the original certification of delinquent 
lands prepared in February of each year are made 
up of the two or three semi-annual payments in arrears, 
depending upon the time of first default, plus pen- 
alties and the amount of tax falling due in the next 
collection period. The addition of the next June tax 
payable in four months does not in itself represent a 
delinquency but is added to indicate on the record 
the total taxes, assessments, and penalties payable 
at the time of the next collection period. Special 
assessment delinquencies and penalties should also 
be included in the amount of original certification 
on delinquent lands, although in practice it has been 
found that several county auditors do not certify 
special assessment delinquencies as required by law. 
Where this practice has been found in the counties, 
notations will be made in the data. 


Amount and Distribution of Real Property Taxes, 
Certified as Delinquent in 1925 


The last year for which quadrennial certification 
data were available was 1929. The parcels that 
reached the quadrennial certification stage in this 
year were those which had originally been certified 
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as delinquent in 1925. In attempting to provide a 
statistical analysis of land tax delinquency for a 
complete four year cycle it is necessary, therefore, to 
start with the taxes that were originally certified as 
delinquent in 1925. 

The necessary data showing the amount and dis- 
tribution of delinquencies certified in 1925 were avail- 
able in forty-three counties. They are presented in 
Table XVI. 

These forty-three counties certified in that year 
delinquent taxes, penalties, and, in thirty-two cases, 
special assessments,” amounting, in the aggregate, to 
$3,339,623. These delinquent charges were out- 
standing against 25,865 parcels of real estate, the 
average delinquent charge being $129.12 per parcel. 

The aggregate levies (of 1924) on real property, 
from which these delinquencies arose amounted to 
$113,399,290. Thus the aggregate delinquencies 
amounted to 2.95% of the aggregate levies. 

This aggregate percentage is weighted by the 
large amount of delinquencies certified in 1925 by 
the Auditor of Cuyahoga County ($2,107,968, or 

(Continued on page 306) 


2 Eleven counties did not certify special assessments. 


ANALYSIS OF 1925 LAND TAX CERTIFICATES 





™ 7 Se OB 5 
cI a %3 pt 3 § 
3 a: & 3 oa S S 
b> os) 2 % me op = 
2 oS a => = 
a | Qu Bo ea, 3 e = 
3 ~ es a © oe ar ~ 
° ° ) a eS o ~~ 
Ss) B ° bo} g a Ss a ey 
a ° =f + = 
“ Zz 83 i. = E 
= Aa on s & 
< oS ia < 
1 2 3 4 5 6 7 
pe eee $ 3,2114 242 $ 13.27 $ 232,356 1.38% $ 579 
INE ute ore 22,386 4 419 53.43 2,022,553 1.11 18,499 
Ashland .... 3,713 39 =: 95.21 603,451 0.62 2,234 
Belmont .... 15,0654 341 44.18 1,417,563 1.06 6,043 
Brown ..... 4,0274 271 314.86 314,094 1.28 912 
Clermont ... 2,937 137 21.43 483,424 0.61 783 
Cuyahoga: .. 2,107,968% 7984 264.02 42,809,328 4.92 2,107,968 
eee 8,276 205 40.77 947,259 0.87 5.3 
Franklin o< | / (944,295 2976 81.42 10,084,498 2.40 214,352 
Guernsey ... 8,2014 284 828.88 638,740 1.28 1,475 
Hamilton ... 117,010 1490 = 78.53 12,939,111 0.90 111,403 
Hancock ... 5,023 81 62.01 801,596 0.63 1,18 
Rare. ..... 10,069! 191 52.72 640,003 1.57 5,898 
a ste ob 2,8614 287 9.97 266,565 1.07 1,322 
ae 9,4564 79 119.70 577,530 1.64 904 
Lawrence ... 8,703 244 35.67 595,251 1.46 4,279 
EME hic cork 10,4152 268 38.86 745,236 1.40 3,011 
eee 35,2102, 1108 31.77 2,465,534 1.43 24,044 
ees 137,999 958 144.05 9,099,918 1.52 93,077 
Madison .... 7,403 95 77.93 618,305 1.20 3,281 
Mahoning ... 128,1744 1500 85.45 6,197,232 2.07 108,432 
Medina ..... 9,508 152 62.55 598,163 1.59 733 
eee 6,145 265 23.19 260,354 2.36 3,035 
Mercer ..... 7,520 62 121.29 699,544 1.07 3,542 
Monroe .... 6,783 4 200 33.92 337,057 2.01 164 
Morrow .... 2,941 39 = 75.41 374,641 0.79 90 
1,660 69 24.06 241,617 0.69 70 
ee ee 2,716 71 =38.25 507,319 0.54 1,055 
Paulding ... 19,619 241 ~#81.41 531,360 3.69 2,597 
Pickaway ... 5,686 61 93.21 584,720 0.97 1,154 
ar 3,453 252 13.70 167,853 2.06 80 
Portage .... 21,671 582 37.24 762,828 2.84 5,296 
Sandusky ... 5,825 65 89.62 938,554 0.62 4,227 
Scioto ....<: 14,789 436 34.00 1,306,661 1.13 8,726 
Seneca ..... 2,475 44 56.25 935,537 0.26 499 
Summit .... 290,231 3,380 985.87 6,580,474 4.41 265,949 
Van Wert .. 1,791 73 = 24.53 532,035 0.34 290 
Vinton ..... 561 38 14.76 95,149 0.59 21 
Warren ..... 15,516 132 117.55 519,050 2.99 10,789 
Wayne ..... 7,392 98 75.43 910,043 0.81 4,401 
Williams ... 8,566 98 87.41 577,083 1.48 1,904 
, * ars 9,5833 270 3835.49 974,862 0.98 2,729 
Wyandot ... 4,790 40 119.75 464,839 1.03 1,913 
TOTAL .. $3,339,623 25,865 $129.12 $113,399,290 2.95% $3,034,071 


21924 Land Tax Certificate. 
21926 Land Tax Certificate. 
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195 $ 13.50 $ 178,994 1.47% 


47 $ 12.32 $ 53,362 1.08% $ 2,632 
282 6 1.14 3,887 137 28.37 402,277 0.97 


5.60 1,620,276 


3269.81 277,552 0.80 1,479 7 211.28 325,899 0.45 
109 55.44 748,142 0.81 9,022 232 += 38.89 669,421 1.35 
58 15.72 65,992 1.38 3,115 213 = 14.62 248,102 1.26 
40 19.58 134,771 0.58 2,154 97 22.21 348,653 0.62 
7984 264.02 42,809,328 4.92 beets i avasar\! 4p | Eowaeels 
160 32.06 627,429 0.82 3,147 43 73.19 319,830 0.98 
1201 126.02 8,968,193 2.39 27,943 1275 21.92 1,116,305 2.50 
64 23.05 329,643 0.45 6,726 220 30.57 309,097 2.18 
1158 98.20 12,461,897 0.89 5,607 332 =—16.89 477,214 1.17 
57 20.74 246,166 0.48 3,841 24 160.04 554,430 0.69 
131 945.02 234,603 2.51 4,171 60 69.52 405,400 1.03 
155 8.53 149,092 0.89 1,539 132 =: 11.66 117,473 1.31 
29 929.70 213,790 0.42 8,552 50 171.04 363,740 2.35 
75 =—-57.05 391,949 1.09 4,424 169 26.18 203,302 2.18 
100 30.11 288,988 1.04 7,404 168 44.07 456,248 1.62 
753 =: 31.93 1,909,912 1.21 11,166 355 31.45 555,622 2.01 
644 144.53 8,150,205 1.14 44,922 314 = 14.31 949,713 4.73 
59 55.61 139,356 2.35 4,122 36 114.50 478,949 0.86 
792 136.91 5,452,122 1.99 19,742 708 27.88 745,110 2.65 
32.22.91 222,579 0.33 8,775 120 3973.13 375,584 2.34 
96 31.61 104,420 2.91 3,110 169 18.40 155,934 1.99 
38 = 93.21 210,405 1.68 3,978 24 165.75 489,139 0.81 
28 5.85 50,384 0.33 6,619 172 = 38.48 286,673 2.38 
S$ “1825 66,490 0.14 2,851 31 91.97 308,151 0.93 
8 8.75 37,111 0.19 1,590 61 26.07 204,506 0.78 
41 25.73 137,903 0.77 1,661 30. $5.37 369,416 0.45 
108 24.05 75,333 3.45 17,022 133 127.88 456,027 3.73 
29 39.79 139,161 0.83 4,532 32 141.63 445,559 1.02 
16.00 31,910 0.25 3,373 247 = 13.66 135,943 2.48 
129 41.05 357,461 1.48 16,375 453 36.15 405,367 4.04 
36 117.42 466,802 0.91 1,598 29 ~=—-55.10 471,752 0.34 
99 88.14 1,044,964 0.84 6,063 337 17.99 261,697 2.32 
27 ~—s 18.48 398,588 0.13 1,976 17 116.24 536,949 0.37 
2601 102.25 5,934,720 4.48 24,282 779 = 31.17 645,754 3.76 
5.09 145,166 0.20 1,501 16 8693.81 *386,869 0.39 
9 2.33 22,179 0.09 540 29 =18.62 72,970 0.74 
55 196.16 173,750 6.21 4,727 77 ~—- 61.39 345,300 1.37 
72 ~=«-61.13 433,950 1.01 2,991 26 115.04 476,093 0.63 
61 31.21 195,013 0.98 6,662 37s 18.01 382,070 1.74 
149 =: 18.32 234,252 1.16 6,854 121 56.64 740,610 0.93 
21 91.10 134,746 1.42 2,877 19 151.42 330,093 0.87 
18,139 $167.27 $95,890,055 3.16%$305,552 7,726 $39.55 $17,508,235 1.75% 


* Considered all county data as urban—data not available for rural (duplicate of which is only 2.88% of total county). 


* Unpaid special assessments not included in certificate. 






















ONGRESS, having passed the tax bill and completed 
C its other duties, has now abandoned the heat and 

humidity of Washington, leaving the Bureau of In- 
ternal Revenue and the Treasury Department to unravel 
the complexities of the tax situation it created. 

With it went much of the thunder for a complete revision 
of the 1932 Act in the short session of Congress. The 
recent revival of hope for an early upturn in business had 
led to the feeling that the present law may meet govern- 
ment obligations, and that new taxes will not be necessary. 

This feeling is shared by many Congressional leaders, 
among them, Senator Reed Smoot of Utah, chairman of 
the Finance Committee. Senator Smoot recently stated 
that no additional tax legislation is likely unless something 
unforeseen develops. 

The Finance Committee neal’ remark is discouraging to 
those sales tax advocates who hoped to take title by con- 
fusion over the new bill. Mr. Smoot has long been an 
advocate of the general sales tax, and his support would 
undoubtedly be needed to accomplish victory. However, a 
determined fight in this direction may be expected. 

Many attempts will be made, of course, to iron out in- 
equalities and discriminations in the present measure. Sheaf 
upon sheaf of bills, most of them designed to relieve some 
special tax situation, are comfortably resting in the archives 
of the House Ways and Means Committeeroom, waiting 
for December. 

Ten of these bills want the repeal of the check tax. This 
levy has proved to be the most unpopular of all, and the 
probabilities are that it will either be repealed, or will be 
modified to exempt checks under a certain amount. 


The only “old business” of a tax nature before Congress 
when it reconvenes will be H. J. R. 435 (cf. page 257, July 
issue) and H. J. Res. 439. Both of these resolutions have 
been hung up in the Senate, after having passed the House. 

H. J. Res. 439 was designed to prevent the application 
of the taxes in Title IV to sales made to states or political 
subdivisions thereof by persons other than a manufacturer 
or producer. Section 623 of the 1932 Act provides that “in 
case any person acquires from the manufacturer, producer, 
or importer of an article, by operation of law or as a result 
of any transaction not taxable under this title, the right 
to sell such article, the sale of such article by such person 
shall be taxable under this title as if made by the manufac- 
turer, producer, or importer, and such person shall be liable 
for the tax.” If taxable sales were made to states, or 
political subdivisions thereof, by persons other than a 
manufacturer or producer, and the tax was passed on, 
the purchasers, if the articles were to be used in a purely 
governmental function, could secure a credit or refund 
in the amount of the tax paid, under the terms of H. J. 
Res. 439. This resolution will be considered at an early 
date after Congress meets in the fall, to prevent injustice 
to the states, which, under the Constitution, cannot be 
taxed on purchases made direct from a manufacturer or 
producer. 


The Tax on Checks 


THE issuance of T. D. 4344, amending Chapter IV of 
Regulations 42, on July 29, serves to dissipate in a measure 
the cloud of doubt and confusion which has hung over the 
check tax since it was passed. This Treasury decision 
exempts from the tax the Brownell type of order, drawn 
on the company’s treasurer and made payable at a bank, 
if the bank is under no obligation to the drawer direct or 
implied to pay such instrument and is without authority to 


charge the amount thereof against an account of the 
drawer. The pertinent part of the ruling reads: 


“A draft in form drawn upon the drawer, or upon any 
officer of the drawer, and made payable at or through 
a designated bank is an order for the payment of money 
and subject to the tax, unless the bank is under no 
obligation to the drawer direct or implied to pay such 
instrument, and is without authority to charge the 
amount thereof against an account of the drawer. The 
instrument would not be subject to the tax in the absence 
of both such obligation and such authority.” 


This change in the regulations clearly exempts the type 
of order, referred to by Senator Reed in the debate on the 
check tax (Congressional Record of May 27, 1932, pages 
11763-11768; 1932 CCH 2703). This order was a bill of 
exchange drawn by the Brownell Company upon itself, and 
payable at the Washington Savings Bank. When it was 
presented, the bank paid it, but did not charge the account 
of the drawer. At the end of the business day, the Brownell 
Company gave its check, drawn on the bank, in payment 
of the orders that had come in to the bank. Senator Reed 
said that the orders would not be taxable, although the 
check made in payment of them would bear the tax. 

Largely on the basis of the statement by Senator Reed 
the check tax passed the Senate. Then the Treasury De- 
partment found itself in the difficulty of trying to live up 
to the intentions of Congress. 

The Negotiable Instruments Law, which has become law 
in most jurisdictions, presented the first difficulty. Sec- 
tion 128 of that Law states: 


“Where an instrument is made payable at a bank, it is 
equivalent to an order to the bank to pay the same for 
the account of the principal debtor thereon.” 


Thus in jurisdictions where this section applies, an order 
made payable at a bank, regardless of the other features 
of the order, would fall ‘within the terms of a taxable in- 
strument as an order “for the payment of money, drawn 
upon any bank, banker or trust company.” In the other 
jurisdictions, it would not. 

The Treasury has taken the position that an agreement 
between the customer.and the bank that the bank shall 
not charge the orders against the account of the customer, 
and shall not have the authority to do so takes the orders 
out of the provision in the Negotiable Instruments Law. 
They are supported by the fact that in Ohio, where orders 
of the Brownell type are not, by agreement, considered 
orders on the bank, the N. I. L. is law. 

Doubtless the courts will have an opportunity to pass 
upon the question whether, even in the absence of agree- 
ment, such an order is taxable. According to the law, the 
tax is limited to “checks, drafts, or orders for the payment 
of money, drawn upon any bank.” Even in an N. I. L. 
jurisdiction, is an order drawn upon a company by itself, 
even if presented at the bank for payment, “drawn,” in 
the legal sense, on the bank? It would appear that several 
interesting legal points are raised by Senator Reed's 
remarks, and the resulting Treasury action. 

The Treasury decision also decides that “instructions 
given by mail, telephone, telegraph, cable, or radio directly 
to a bank, banker, or trust company for the transfer or 
payment of funds are not subject to the tax, since they 
do not constitute.instruments which are presented for pay- 
ment within the meaning of the Act.” 

Since the issuance of Regulations 42, some doubt has 
existed whether receipts given to a bank for withdrawals 
from a checking account fall within the taxing statute. 
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The T. D. resolves the doubt in favor of the non-taxability 
of such receipts: 


“The tax does not attach to the withdrawal of money 
(1) from a savings account where the item is reflected 
as an entry on a pass book held by the depositor or 
(2) from a checking account, provided in either case 
the withdrawal is evidenced only by a receipt personally 
tendered to the bank by the depositor.” 


It also determines that if the instrument is not paid by 
the bank upon which it is drawn, the tax does not apply. 


Stock Transfer Regulations 


HE issue of Regulations 71, (revised July, 1932) relat- 

ing to stamp taxes, cleared up a number of questions 
as to the position that the Treasury Department would 
take in interpretation of the new stamp tax provisions. 

With reference to the stock transfer tax, the phrasing 
of the statute has given rise to some doubt as to whether 
the 5 cent rate on stock when the selling price is $20 or 
more per share applies both to shares with and without 
par or face value. Article 32 (c) holds that it does. 

The basis of the tax on sales or transfers of stock is set 
out in Article 31 as follows: 

“Sales or transfers of stock, either before or after issu- 
ance of a certificate, or of rights to subscribe for or to 
receive such stock, are taxable. The tax accrues at the time 
of making the sale or agreement to sell or memorandum of 
sale or delivery of, or transfer of the legal title to, stock, or 
to the right to subscribe for or to receive such stock, re- 
gardless of the time or manner of the delivery of the cer- 
tificate or agreement or memorandum of sale. 

“As used in this chapter the term ‘sale’ or ‘transfer’ in- 
cludes any of the transactions or dealings in stock or in 
rights to subscribe for or to receive stock which are subject 
to the tax imposed under Schedule A-3, except where from 
the context it is clear that a different meaning is intended.” 

The revised regulations add two types of transfers to the 
list of those which are taxable: (1) The transfer of legal 
title to stock irrespective of whether or not the transferee 
receives any beneficial interest therein, except as provided 
in Article 35 (k), which excludes deliveries or transfers 
from a fiduciary to a nominee of such fiduciary, or from one 
nominee of such fiduciary to another, if such shares or cer- 
tificates continue to be held by such nominee for the same 
purpose for which they would be held if retained by such 
fiduciary, or from the nominee to such fiduciary; and (2) 
Loans of shares or certificates of stock, including intra- 
office borrowings. 

New additions to the list of transfers which are not tax- 
able are the return of stock loaned if a statement of the 
facts is attached and transfers from a fiduciary to a nom- 
inee of such fiduciary. 

A revision of the required method of preparing mem- 
oranda of sales has been made as follows: 

“Every person who makes an agreement to sell or 
transfers titles to shares of stock by delivery of certificates 
assigned in blank, including every person who lends stock, 
shall, as a part of such transaction, promptly make and 
deliver to the buyer or borrower a bill or memorandum 
of such sale, agreement to sell, or loan, duly signed by 
the seller or lender or his agent, to which the requisite 
stamps shall be affixed and canceled, which bill or mem- 
orandum shall show the date of transaction, the names 
of the seller and buyer, or lender and borrower and the 
name and number of shares of stock, and the tax paid 
thereon, and in the case of a transaction made on an ex- 
change ‘shall bear a number on the face thereof and have 
printed or written in ink thereon the words ‘subject to 
the Revenue Act of 1926 as amended, and regulations 
made in accordance therewith.” No more than one such 
bill or memorandum made by the seller or lender on any 
given date shall bear the same number. However, no 
single transaction or purchase or sale that is made upon an 
exchange by one member to another member shall be 
required to be evidenced by more than one stamped mem- 
orandum.” 

Article 37, relating to records of sales or transfers of 
stock which must be kept by persons engaged in the busi- 
ness of buying, selling or transferring stock, makes some 
new bookkeeping requirements. The name of the cus- 
tomers for whom stock is loaned or for whom stock is 
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borrowed must be shown on the records. It is also re- 
quired that the aggregate par or face value of each cer- 
tificate be shown. Additional requirements for brokers 
known as strictly “floor brokers,” or “two dollar men,” 
or “room traders” are that the aggregate par value of 
each certificate, the par value of each share of stock, or 
the selling price of each share Of stock must be recorded. 

Bureau experts are rapidly completing their work on the 
income, gift, estate and boat tax regulations, but it will 
probably be a month before any but the boat regulations 
will have finished running the gauntlet of watchful official 
eyes, and reached the public. 

Meanwhile, the flood of inquiries continues to pour into 
the Bureau, although it is now lessening in volume. Of- 
ficials have been considerably hampered in making replies 
by the hypothetical nature of many of the questions, but 
are rapidly formulating the Bureau policy out of the thou- 
sands of requests for information. 

A few of the Bureau unofficial answers to taxpayers are 
submitted as of general interest: 


Tax on Electrical Energy 


WHEN a city obtains its power from a power company, 
and in addition to that used for street lighting and 
other municipal purposes, supplies power to the consumers, 
“amounts paid by the city to the power company for the 
electrical energy used either for municipal purposes or 
resold to the citizens of the town are not subject to tax. 
Amounts paid to the city for electrical energy for domestic 
or commercial consumption are subject to the 3 per cent 
tax * * * The city as vendor of the electrical energy must 
collect the tax due on such electrical energy from the 
purchaser and pay the tax to the Collector of Internal 
Revenue during the month following the month in which it 
is collected.” 


Admissions 


T= tax imposed on free admissions “attaches to the 
admission and is not governed by the time when the 
tickets or passes granting the free admission are issued.” 
The tax may be collected on the basis of the established 
price paid by others for the same accommodation each time 
the holder is admitted, or may be collected at the time 
the ticket is issued, according to the Bureau. 

Where a Beach Park Company proposes to charge 40 
cents for admission to a dance pavilion and requires a 
compulsory fee of ten cents for checking wraps, the Bureau 
advises that “since each person entering will be required 
to pay the sum of 50 cents, the total amount of 50 cents 
represents an admissions charge and is subject to tax of 5 
cents.” 


Soft Drinks 


er HE Bureau unofficially holds, relative to Section 615 (a) 
(6) of the 1932 Act, that if a drug store proprietor pur- 
chases syrup of a single strength, and uses it without fur- 
ther dilution, the sale to him will be considered that of a 
finished or fountain syrup by the manufacturer, and the 
latter will be liable for the tax thereon. “In the cases of 
double and triple strength syrups which require dilution 
before they can be used at a soda fountain,” the Bureau 
advises, “the person producing such syrups and diluting 
them with simple syrup will be considered the manufacturer, 
and it will be necessary for him to keep records which 
will enable him to report and pay a tax of 6 cents per 
gallon on the finished syrup.” 


Title IV 


N LAYING down general principles as to what is 

a manufacturer, the Bureau has written: “If A manu- 
factures goods for B and the patent trademark, formula or 
recipe are owned by B, and B takes the entire output 
of the goods manufactured, then B is the manufacturer and 
liable for the tax.” 

“Where A, dealer or jobber, contracts with B for the 
manufacture of a taxable article whereby A furnishes PB 
with all or a portion of the material to be used and pays 
B for the labor plus a specified profit, A is the manufacturer 
and liable for the tax.” 

The Bureau is advising manufacturers of taxable products 
that they cannot buy lubricating oil and gasoline used 
in the manufacturing processes tax-free, unless those 
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articles become component parts of the taxable articles. 
“It will be noted,” the Bureau has written, “that under 
the provisions of Section 620 an article may be sold tax-free 
by virtue of that section, if such article is to be used as 
material in the manufacture of or as a component part of an 
article which will be subject to tax under Title IV of the 
Revenue Act of 1932.” 

“As interpreted by this office, the language of Section 
620 has reference to articles which become a tangible part 
of a finished product, as for example, automobile parts and 
accessories which maintain their form and substance in 
the structure of the automobile. It is the view that Sec- 
tion 620 is not applicable to the sales of lubricating oil and 
gasoline which are expended or consumed in manufactur- 
ing processes, and which do not become a component ma- 
terial of a finished product.” 


Importers 


RETAILERS who are also importers of articles taxable 
under Title IV are liable for the tax on the sales of 
such articles. The basis price of the tax, however, may not 
be the sales price. The Bureau advises, “where an importer 
sells articles at retail the tax on his retail sales ordinarily 
will be computed upon a price for which similar articles 
are sold by him at wholesale. If he has no such sales at 
wholesale a fair market price will be determined by the 
Commissioner.” The only articles upon the importation of 
which the tax applies are lumber, copper, coal, and oil. The 
tax on the remaining articles taxable under Title IV of the 
1932 Act is levied upon the sales price. 


Excise Taxes Collectable on Ships 


F you have contemplated “going to sea” as a means of 

escaping the excise taxes under the new revenue act, 
you will need another reason for seafaring, as the Bureau of 
Internal Revenue has ruled that sales of goods for con- 
sumption on board a ship which is en route to a foreign 
country are not sales for export and can not be exempt 
from excise taxes under the Revenue Act of 1932 on that 
account. 

In.order to be exempt from tax as a sale for export it 
is necessary that two conditions be met, the Bureau holds, 
(1) that the article be sold for export and (2) that it be 
exported in due course. Sales of articles for consumption 
on ship board en route to foreign countries do not meet 
these tests, it is pointed out. It is held to be immaterial 
whether the articles are sold on ships of American or 
foreign registry. 


Toilet Preparations 


N ANSWERING a manufacturer of tar soap, pine tar liquid 

soap, and olive oil liquid soap as to the taxability of his 
products, the Bureau advises that ‘all of these products are 
considered as toilet soaps and not as toilet preparations, 
and are therefore taxable at 5 per centum.” 


Waltonians Escape 


FisH ERMEN in all parts of the country will be greatly 
relieved to know that the Bureau considers the sporting 
goods tax to attach only to fishing rods and reels. Other 
fishing tackle is not taxable. So you can snag the Blue 
Spinner or the Greylock without figuring that the Govern- 
ment will benefit from your misery. 


Stock Transfers 


STOCK may be transferred from the name of one broker- 
age firm to the name of another brokerage firm without 
the Federal stock transfer tax in the absence of the original 
or photostatic copy of the customer’s request for the 
transfer of his account, “provided the stock is accompanied 
by a certification signed by the transferor broker in sub- 
stantially the following form: 

“We hereby certify that the transfer of the within share 
represents a transfer from one brokerage firm to a new 
brokerage firm of stock held for the purpose of sale, or 
in connection with the purchase thereof, which stock is 
transferred pursuant to an express written request now in 
our possession, from the customer for whom the stock was 


held, and it is not for the purpose of the broker by whom 
It was held.” 
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The Bureau has advised another inquirer that “certificates 
of stock presented for transfer on and after June 21, 1932, 
accompanied with a memorandum of sale dated June 21 or 
prior thereto, or a certificate signed by the transferor of his 
agent that the transfer or sale of the attached stock was 
made prior to June 21, 1932, should be accepted by a 
corporation or its transfer agent as evidence that the trans- 


action was taxable under the Revenue Act of 1926, or at 
the old rate.” 


Conveyances 


Ww ERE a deed of a Cemetery Association does not convey 
title to land, but only a right to sepulture, it has been 
held by the Bureau that “such a deed is not subject to tax 
under the provisions of Section 725 of the Revenue Act 
of 1932” (Stamp Tax on Conveyances). 

Joint stock land banks do not have the status of govern- 
mental instrumentalities, and the only exemption from Fed- 
eral taxation accorded to them relates to first mortgages 
issued to, and bonds issued by them (L. O. 848, May 19, 
1919). They are not exempt from the tax on net income 
(S. O. 68, Sept. 10, 1920). Therefore, the Bureau has de- 
cided “deeds of conveyance executed by joint stock land 
banks are subject to the tax under Section 725 of the 
Revenue Act of 1932.” 

However, “deeds conveying to a state or political sub- 
divisions of a state real estate purchased by it, are not 
subject to the stamp tax.” 

“The stamp tax on a deed of real property executed by 
a sheriff, referee, or commissioner to a mortgagee who bids 
in property at foreclosure sale to satisfy a mortgage lien 
should be computed upon the amount bid for the property, 
plus costs if paid by the purchaser,” the Bureau has written 
an inquirer. “Deeds executed by masters in chancery, 
sheriffs, clerks of court, etc. to cover transfers of property 
sold under a foreclosure or execution, are likewise subject 
to tax. The grantee or vendee may be required to pay 
the tax, or the cost of the revenue stamps may be included 
in the expenses of foreclosure sale.” The tax is to be com- 
puted, according to the Bureau, upon the full consideration 
for the transfer less all encumbrances which rest on the 
property before the sale and which are not removed by it. 
“Encumbrances placed on the property in connection with 
and as a result of the sale or transfer, as well as notes 
for deferred payments, cannot be deducted in determining 
the amount from which the tax is calculated.” 

“A conveyance by the defaulting mortgagor to the mort- 
gagee in consideration of the cancellation of the mortgage 
debt is likewise subject to tax calculated on the amount of 
the mortgage debt plus unpaid accrued interest.” 

The consideration for the transfer of real property must 
be more than $100 if the tax is to apply, the Bureau has stated. 

“A deed issued to cover a pure bona fide gift of property 
from husband to wife, or from parent to child, or from an 
individual to a municipality or other political subdivision, 
or the United States, wherein the consideration named is 
‘natural love and affection and $1,’ ‘desire to promote pub- 
lic welfare and $1, and other valuable consideration,’ is not 
taxable; neither is a conveyance of realty not in connec- 
tion with a sale, to trustees or other persons without con- 
sideration, taxable. However, where a deed specifies that 
the consideration is a ‘nominal amount and other valuable 
consideration, and the actual consideration is in excess 
of $100.00, the deed is subject to tax.” 

If a deed was executed and delivered prior to June 21, 
1932, but was not recorded until June 22 or later, it is not 
subject to the stamp tax under the rates of the 1932 Act. 
“Neither the date of execution of the deed nor the date on 
which it is presented for recordation governs, as the date 
of delivery to the grantee or his agent is the determining 
factor.” 


Interest Allowance Reduced 


A STRICT interpretation of Section 319 of the Economy 
Bill, providing for the payment of interest by the Gov- 
ernment on judgments and overpayments at the rate of 
4 per cent instead of 6 per cent, as hitherto, has been 
adopted by the Government. Both the Bureau of In- 
ternal Revenue and the General Counsel’s Office have ruled 
that all interest paid after June 30, 1932, shall be com- 
puted at the rate of four per cent, regardless of whether 
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the refund is pursuant to court decision entered prior to 
June 30, 1932, and which became final before that date. 
A number of suits will arise shortly contesting this position, 
particularly with respect to’ the computation of interest on 
decisions of the Federal courts which became final before 
the Economy Bill was enacted. 

Some 10,000 checks, the amounts of which contained 
interest at the 6 per cent rate, had been mailed to collectors 
to be turned over to taxpayers as refunds shortly before 
the Government made its interpretation of Section 319, and 
it is understood that all the checks which had not been 
actually given to the taxpayers have been withdrawn, and 
the interest recomputed at the four per cent rate. 


The Foreign Debt Problem 


Fh preg tty to Europe that it must not expect relief 
of its debts to the United States until after Americans 
are relieved from their heavy burden of taxation was 
sounded recently by Senator Hendrick Shipstead of Minne- 
sota, a member of the Senate Committe on Foreign Re- 
lations. 

In a radio address, the Farmer-Labor Senator traced 
the debt settlement situation from the war period to the 
present, pointing out that America had undertaken to pay 
the principal of the $12,000,000,000 debt owed by Europe 
to the Liberty bond holders, while Europe had agreed to 
pay interest at the rate of 25 per cent on this sum for 62 
years. Cancellation, he said, would cost the taxpayers 
$250,000,000 annually. Tracing the German situation, he 
emphasized the wholesale purchase of German bonds by 
Americans following the funding of the German repara- 
tions debt under the Dawes plan, and stated that these 
sales gave rise to a conflict of interests between the private 
investors who had bought foreign and other bonds and the 
taxpayers. 

“It has been apparent for some time,” the Senator said, 
“that the day will come soon when the Government of the 
United States would have to make a decision as to whose 
interest should be protected first, that of the taxpayer or 
that of the private investor and banker. If Europe cannot 
pay both, will the Government reduce or cancel the foreign 
debts owing to the taxpayer and so make it possible for 
the private investor and the banker to collect, or will the 
Government refuse to reduce or cancel in order to protect 
the taxpayer and leave the private investor and the banker 
to take a chance of collecting on his investments?” 

Not until the American citizenry is freer from debts, 
the pene stated, should foreign debtors expect any 
relief. 


Treasury Inquiry Postponed 


Yeas inquiry into the affairs of the Treasury Department 
and the Federal Reserve Board requested by the resolu- 
tion of Representative John T. O’Conner of New York 
will not be undertaken this summer at least, the House 
Committee on Rules reported on July 12. 

The action of the Committee in postponing consideration 
of the resolution was in response to the pleas of Eugene 
Meyer, Governor of the Federal Reserve Board, and Arthur 
A. Ballantine, Undersecretary of the Treasury, that an 
investigation at this time would disturb the banks and the 
country, hinder business recovery, and obstruct the suc- 
cessful administration of the new tax law. 

The investigation of the Treasury Department would 
have centered about tax refunds, always a bone of political 
contention. Mr. Ballantine characterized the charges of ir- 
regularities in tax refunds as “little short of fantastic.” He 
pointed out that “a congressional investigation now will do 
much to tie up the Bureau of Internal Revenue at the very 
time when its resources and energy are demanded for 
putting into effect the new revenue law. The Bureau has 
the immediate burden of familiarizing the public and its 
own force with a new tax measure * * *. The act changes 
existing laws and imposes many new taxes, each presenting 
a variety of new and important questions. While dealing 
with the new act, the Bureau must continue to dispose 
of the multitude of cases already in hand, a task of especial 
importance under existing conditions.” 

In announcing the decision of the Rules Committee, 
Chairman Edward W. Pou: of North Carolina intimated 
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that Treasury refunds would at some time in the future 
be studied by Congress, but that the present was an in- 
opportune time to conduct such a study. 


Tax Reform Committee Under Way 


‘Fz House Ways and Means subcommittee, appointed 
to survey the tax field with the end of eliminating in- 
justices and lack of tax coordination, has outlined an 
ambitious program for itself, and already has plunged into 
its arduous task. 

The Committee is attempting first to gather all facts 
relative to municipal, state and Federal taxation, including 
facts of the relative tax burdens of different groups of 
citizens. It will then make a report outlining the taxes 
imposed by the Federal Government only, taxes imposed 
by the states only, taxes imposed by both state and Fed- 
eral governments, and the arguments pro and con for the 
limitation of certain types of taxes to certain taxing units. 
This report will attempt to analyze the bases upon which 
each tax agency occupies its particular tax fields, show the 
inequality of the tax burden as between the various States, 
and summarize the suggestions made by taxing officials 
in the different states for coordinating taxes. 

Hearings will then be held between November 10 and 
December 15 of this year. Later the subcommittee will 
make a full report of its conclusions. This report will 
summarize the results of the hearings, briefly discuss the 
various forms of taxation and their adaptability for imposi- 
tion by the Federal, state or local governments, show the 
effects of different types of taxation on agriculture and 
business, and suggest divisions of objects of taxation be- 
tween the different taxing elements. 

The thesis upon which. the subcommittee is proceeding, 
according to its Chairman, Fred M. Vinson of Kentucky, 
is that the present tax burden is oppressive, double taxation 
is widespread, and each taxing unit is gradually encroach- 
ing upon the fields exploited by others, with resulting in- 
justices. New types of taxation, the Chairman has stated, 
are not being sought. 

While a considerable portion of the research work the 
Committee is undertaking has already been done by the 
Tax Research Bureau and other agencies, the objects and 
aims of the House group represents the first attempt in 
recent years to synthesize the tax picture, and relieve the 
country of a mounting and oppressive burden. The Com- 
mittee will appreciate suggestions from laymen as well as 
tax officials, and opens the door for a hearing of any 
interested party. 


Court Decisions 


Assignment of Partnership Income.—Assignment in 1921 
of all “right, title and interest” in and to the profits and 
other moneys to be received from a partnership in process 
of dissolution, made by a member of the partnership to his 
wife after the dissolution agreement had been entered into, 
does not relieve the assignor of liability for tax on income 
received from the partnership for 1921, being held to be 
merely an assignment of future income without any actual 
transfer of the property from which the income was to be 
derived.—U. S. District Court, Southern District of New 
York, in Emerson E. Rossmoore v. Charles W. Anderson, 
Collector of Internal Revenue. L-45-91. 


Bad Debts.—Bad debt deduction is allowed in 1924 in 
respect of a payment petitioner was required to make in 
that year on a broker’s account which he had guaranteed 
for his brother-in-law in 1920. “Though there was no debt 
until Shiman [petitioner] paid the brokers, it then became 
such at once and was known to be worthless as soon as it 
arose,” and inasmuch as petitioner kept no books of ac- 
count, no formal charge-off was required.—U. S. Circuit 
Court of Appeals, Second Circuit, in David Shiman v. Com- 
missioner of Internal Revenue. Decision of Board of Tax 
Appeals, 21 BTA 288, reversed. 


Basis for Determining Gain or Loss on the Sale of Prop- 
erty Acquired from Employer as Incentive to Continue as 
Employee.—Basis for gain or loss on stock of a close 
corporation, purchased in 1915 at a bargain price by an 
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employee from the head of the firm who had an interest 
in the employee and desired to retain his services and to 
train him for an executive position, is the fair market value 
at the time of the purchase. “Whether regarded as a gift 
or aS compensation, it is evident that the surplus value, 
over and above the actual price paid for the shares must 
be taken into consideration in determining the capital 
base.” —U. S. Circuit Court of Appeals, Sixth Circuit, in 
Joseph W. Robinson v. Commissioner of Internal Revenue. 
No. 5974. Decision of the Board of Tax Appeals, 21 BTA 
907, reversed and remanded. 


Basis for Gain or Loss of Property Received by a Bene- 
ficiary under a Testamentary Trust.—Basis for gain on sale 
in 1928 of real property, acquired by plaintiff under the 
will of his mother who died in 1922, is the value at the date 
of her death, notwithstanding the fact that under her will 
the property was devised to trustees for the lives of plain- 
tiff and his brothers, with provisions that the trust might 
be terminated earlier at the discretion of the trustees, and 
the trust was not terminated until 1928, one month before 
the sale—United States District Court, Eastern District 
of New York, in George Bliss Lane v. Walter E. Corwin, 
Collector of Internal Revenue. No. L-4972 


Business Expense.—Assessments which taxpayer was re- 
quired to pay in 1925 in connection with the refinancing of 
a corporation by a bondholders’ protective committee are 
not deductible as ordinary and necessary expenses.—uU. S. 
Circuit Court of Appeals, Ninth Circuit, in Continental Pipe 
Manufacturing Company, a Corporation, v. Burns Poe, Collec- 
tor. No. Decision of District Court affirmed. 

Payment by a corporation in 1923, in compromise settle- 
ment of an action against its officers for their alleged 
wrongdoing in entering into a conspiracy, is not deductible 
as an ordinary and necessary expense of the corporation. 
Payment in 1924 in compromise of a suit to defend title to 
an oil and gas lease is a capital expenditure and not de- 
ductible. That part of the latter payment which may have 
been in satisfaction of damages and, therefore, an ordinary 
and necessary expense is not shown by the record and the 
entire deduction was properly disallowed.—U. S. Circuit 
Court of Appeals, Tenth Circuit, in The Blackwell Oil and 
Gas Company v. Commissioner of Internal Revenue. No. 585. 
Board of Tax Appeals decision, 20 BTA 661, affirmed. 


Community Property.—Husband and wife, residents of 
New York where the community property system does not 
prevail, might not return the husband’s salary earned in 
New York on separate returns for 1925 and 1926 according 
to an antenuptial agreement made in Alsace-Lorraine, 
where the community property system prevails, the agree- 
ment not operating to change the New York law.—uU. S. 
Circuit Court of Appeals, Second Circuit, in Sidney Blumen- 
thal v. Commissioner of Internal Revenue. Decision of 
3oard of Tax Appeals, 15 BTA 1394, affirmed. 


Deductions from Gross Income.—Amount paid by a coal- 
mining company in 1923 in compromise settlement of a 
judgment for damages for removing coal from under land 
for which it had no lease is not deductible in 1920 when the 
coal was removed, where the wrongful removal was not 
discovered until a later year, and the amount of the damage 
was wholly unpredictable in 1920. Lucas v. American Code 
Co., Inc., 280 U. S. 445, followed.—U. S. Circuit Court of Ap- 
peals, Sixth Circuit, in Robert H. Lucas, Collector of Internal 
Revenue for the District of Kentucky, v. Providence Coal Min- 
ing Company. No. 5914. Decision of the District Court, 39 
Fed. (2d) 109, reversed and remanded. 

Dividends from a Foreign Corporation.—Dividend re- 
ceived in 1922 by an American citizen from a Canadian cor- 
poration, all of whose property was located and whose 
income was derived in Canada, is held subject to surtax, 
it being held that the accumulated “earnings or profits” of 
such corporation within the purview of Section 201 of the 
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1921 Act are those accumulated portions of its gross in- 
come for each year representing earnings and profits in the 
sense in which those terms are used in that Act, and not 
those lesser portions tax - as earnings or profits under the 
laws of Canada.—uU. S. Circuit Court of Appeals, Second 
Circuit, in Edward D. Untermyer v. Commissioner of Internal 
Revenue. Decision of Board of Tax Appeals, 24 BTA 906, 
affirmed. 


Excise Taxes.—Recovery is allowed of excise taxes paid 
on the sale of electric storage batteries under section 900 
of the 1918 and 1921 Acts and section 600 of the 1924 Act, 
as parts or accessories of automobiles. These batteries 
were adaptable to a great variety of uses other than on 
automobiles and were commonly put to such uses. There- 
fore, they were not designed or manufactured for special 
use on automobiles nor primarily adapted for such use.— 
Court of Claims of the United States in General Lead Bat- 
teries Co. v. The United States. No. H-59. 


Federal Estate Tax.—Gross estate of a decedent at his 
death in 1927 did not include the value of corporate stock 
as to which it is held a valid gift inter vivos was made by 
the decedent in 1923 under the following circumstances: 
On Christmas Day, 1923, he told the donees, his five chil- 
dren, that he was giving them the stock and that he would 
put it in the bank lock box of one of the children in a folder 
with a compartment with each of children’s names on it, 
stating that he would keep, at least temporarily, the divi- 
dends (and he did thereafter receive all dividends during 
his lifetime); some time within three months thereafter 
he did place the stock in the lock box in envelopes each 
bearing a child’s name and containing three certificates; 
the child having the lock box examined the stock several 
times; the father retained a key to the box and subsequently 
took out the certificates and replaced them with newly 
reissued certificates; on December 31, 1923, the father made 
entries in his books showing that he had transferred the 
stock to his children. “In the instant case the stock was 
delivered to the custody of Earl F. Smith [in whose name 
the lock box stood] for the benefit of all the children, in- 
cluding himself, and that constitutes a delivery to the 
donees.” 

Where a state inheritance tax law provides for a dis- 
count if the taxes are paid within a certain period, only the 
amount actually paid in cash or its equivalent is allowed 
as a credit under Section 301 (b) of the 1926 Act.— U. S. 
Circuit Court of Appeals, Seventh Circuit, in Earl F. Smith, 
Adm., Estate of John Wesley Smith v. Commissioner of In- 
ternal Revenue. No. 4717. Decision of the Board of Tax 
Appeals, 23 BTA 278, affirmed as to the second issue and 
reversed as to the second issue. 

Section 302 (e) of the 1926 Act requires the inclusion in 
a decedent’s gross estate of the value of property held as 
joint tenants by the decedent and any other person, and 
must be construed to include the full value of such prop- 
erty, and not merely the interest of the decedent. So 
construed, = section does not appear to be unconstitu- 
tional.—U. Circuit Court of Appeals, Sixth Circuit, in 
Rita O”’ aaa Executrix Under the Last Will and 
Testament of Peter O’Shaughnessy, Deceased, v. Commis- 
sioner of Internal Revenue. No. 5926. Decision of Board of 
Tax Appeals, 21 BTA 1046, affirmed. 

Decedent is held to have been a resident of the United 
States at the time of his death in 1921, and his estate 
was entitled to the exemption of $50,000 allowed to resident 
decedents, where, although he lived for many years in 
England, he relinquished his English residence in 1919, re- 
turning to the United States where his property was and 
where he had always retained membership in a New York 
club. After a short stay in England in 1921, his illness and 
death prevented his returning to the United States as he 
had intended. 

Property acquired by decedent from the estate of his 
father, included in the father’s taxable estate within five 
years prior to decedent’s death, is deductible in so far as it 
is shown to be the same property or property acquired in 
exchange for such property. In view of the fact that dece- 
dent mingled the proceeds of the sales of securities acquired 
from his father’s estate with other moneys in a bank ac- 
count, poeta securities shown to have been purchased there- 
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from when there were not sufficient other funds in the 
account to pay for them can be said to be identified as 
acquired in exchange for prior taxed property.—U. S. Dis- 
trict Court, Southern District of New York, in The Farmers’ 
Loan and Trust Company, a corporation, as executor, and 
Isabel Jane Morrison, as executrix, of the Last Will and 
Testament of Edward A. Morrison, Jr., Deceased, v. United 
States of America. 1-44-185. 

Transfers in trust, made in 1918 and 1919 and altered in 
1926, under agreements by which the donor reserved the 
right to modify or alter the indenture so far as the interests 
of third parties might be concerned, but not for his own 
benefit or that of his estate, are taxable as part of his estate 
at the time of his death in November, 1926. 

Valid and enforceable claims paid by the estate for bal- 
ances due on subscriptions by the decedent to a hospital 
and to Princeton University for memorials may not be 
allowed as deductions as claims against the estate, in the 
absence of proof of the adequate and full value in money 
or money’s worth of the memorials erected or contracted 
for. Neither may the payment to the hospital be deducted 
as a transfer to a charitable corporation since there was 
no proof that the hospital is operated exclusively for chari- 
table purposes. While there was no proof that Princeton 
University is “organized and operated exclusively for * * * 
educational purposes” within Section 303 (a) (3) of the 
1926 Act, the court takes judicial notice that it is so or- 
ganized and operated, so that the payment to the university 
is held deductible.-—U. S. Circuit Court of Appeals, Second 
Circuit, in Esther Jackson Porter, as Executrix, and Richard 
L. Davisson, as Surviving Executor of the Estate of William 
H. Porter, Deceased, v. Commissioner of Internal Revenue. 
Decision of the Board of Tax Appeals, 23 BTA 1016, 
affirmed except as to the contribution to Princeton University. 


Gift Tax.—Promissory notes executed in December, 
1924, and January, 1925, by a father in favor of his children, 
in consideration of love and affection, which notes were 
never paid prior to the father’s death in 1927, did not con- 
stitute gifts within the meaning of sections 319-324 of the 
1924 Act.—U. S. District Court, Dist. of Minnesota, Third 
Div., in Arthur J. Lampert, Jacob Lampert, Jr., Leonard 
Lampert, Jr., and Edna Lampert Walling v. Levi M. Willcuts, 
as Collector of Internal Revenue for the District of Minnesota. 
At Law No. 2333. 


Income, Taxable.—Assignment of a fractional interest in 
a working interest in an oil and gas lease in 1923, as com- 
pensation for legal services, constituted taxable income to 
petitioner, the interest being held to have had a fair market 
value of $16,500, where the evidence showed that it could 
have been sold for that amount to a certain company, even 
though there was no price fixed by dealings in the open 
market. —U. S. Circuit Court of Appeals, Tenth Circuit, in 
W. L. Walls v. Commissioner of Internal Revenue. No. 547, 
April term, 1932. Board of Tax Appeals decision, 21 BTA 
1417, affirmed. 


Income from Oil Leases.—Where petitioner gave an oil 
lease on certain lands to his wife but retained title to the 
lands, and later petitioner and his wife executed leases on 
the same land inconsistent with, and conferring greater 
rights than, the lease to the wife, a surrender of the wife’s 
rights under the first lease is effected by operation of law. 
Bonuses paid for the second and third leases, being in the 
nature of advance royalties, are income to petitioner who 
holds title to the land—U. S. Circuit Court of Appeals, 
Tenth Circuit, in W. M. Ferguson v. Commissioner of In- 
ternal Revenue. No. 605. April term, 1932. Decision of 
Board of Tax Appeals, 23 BTA 369, affirmed. 


Installment Sales.—Corporation which files its original 
1917 returns on the installment basis is not relieved of 
liability for tax on profits on collection made in 1917 from 
sales made prior to 1917, notwithstanding the fact that 
these profits were reported and tax paid thereon in prior 
years.—U. S. Circuit Court of Appeals, Sixth Circuit, in 
The Hoover-Bond Company v. U. G. Denman, Administrator, 
with the Will Annexed, of Charles H. Nauts, Deceased. No. 
5881. Decision of District Court, 42 Fed. (2d) 299, affirmed. 

In reporting the profits in 1925 from installment sales 0 
real estate made in 1924 and 1925 naan made to the 
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vendor in 1925 reducing the mortgages assumed by the 
vendee are to be included among the “installments actually 
received,” notwithstanding contrary provisions in the Regu- 
lations.—U. S. Circuit Court of Appeals, Second Circuit, 
in S. & L. Building Corporation v. Commissioner of Internal 
Revenue. Board of Tax Appeals decision, 19 BTA 788, 
reversed on this issue. 


Interest on Offer in Compromise—Refund of Interest 
Where Part of Tax is Refunded.—Where an offer in com- 
promise of taxes for 1917, with an offer of interest at the 
rate of one-half of one per cent a month upon the amount 
of taxes due and payable, is accepted, and later a part of 
the tax is refunded, interest paid on the amount so re- 
funded under the offer in compromise should also be re- 
funded. Big Diamond Mills Co. v. U. S., 51 Fed. (2d) 721, 
followed.—U. S. Circuit Court of Appeals, Tenth Circuit, in 
The Colorado Milling and Elevator Company v. Frank W’. 
Howbert, Collector of Internal Revenue. No. 575—January 
term, 1932. District Court decision reversed and remanded. 


Interest on Overpayments of Taxes.—No interest is al- 
lowed on an overpayment for the period October 18 to 
December 31, 1918 for which the Commissioner signed the 
original schedule of refunds and credits on May 27, 1924, 
and a supplemental schedule on August 28, 1924, having 
deleted the overpayment from the first schedule until addi- 
tional information was furnished by the taxpayer. If the 
first date was the date of allowance of the overpayment, 
no interest was due under the 1921 Act because no claim 
was filed for that particular period. A claim for a prior 
period may not be applied to the period in question. If 
the overpayment was allowed at the time of signing the 
supplemental schedule, August 28, 1924, no interest is allow- 
able under the 1924 Act because the overpayment was al- 
lowed after the statutory period.—Court of Claims of the 
United States in lWVilmington Trust Company, Administrator 


C. T. A. of the Estate of Hamilton M. Barksdale, Deceased, z 
The United States. No. L-340. 


Invested Capital—Contract rights acquired for the is- 
suance of stock and plant properties, by which petitioner 
established a large competitive market at its stock yards, 
are shown to have had great value even after expiration of 
the actual contracts, and the Board’s holding that the evi- 
dence did not establish a cash value for invested capital 
purposes for 1918, 1919, and 1920, in excess of the cash 
investment by petitioner in the properties exchanged for 
the contracts, is held to be unwarranted. “The Board of 
Tax Appeals is a fact-finding body, and as such it was its 
duty to arrive at some reasonable conclusion, where it has 
before it substantial evidence which is uncontradicted.”— 
U.S. Circuit Court of Appeals, Eighth Circuit, in Sioux City 
Stock Yards Company v. Commissioner of Internal Revenue. 
No. 9346. May term, 1932. Circuit Judge Stone filed a 
dissenting opinion. Decision of the Board of Tax Appeals, 
21 BTA 973, reversed and remanded. 

Amounts standing to the credit of two stockholders of 
a corporation who together owned all the stock for property 
transferred by them to the corporation, are to be treated 
as invested capital and not borrowed capital, where general 
creditors had priority over these amounts. The two stock- 
holders were in the position of co-adventurers. There 
should be excluded from invested capital, however, such 
part of the amount standing to the credit of the stockhold- 
ers as is represented by good will for which no stock_was 
issued. The stockholders had transferred to the corporation 
assets valued at $131,296.57, including $20,000 good will. 
Later $90,000 stock was issued against this indebtedness 
to the stockholders. In the absence of specific allocation 
of the amount of stock issued for good will a ratable pro- 
portion, approximately 20/131, should be used. That pro- 
portion. of the stockholders’ credit balances should be 
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excluded from invested capital as not having been paid in 
for stock nor allowable as paid-in surplus.—U. S. Circuit 
Court of Appeals, Second Circuit, in H. H. Hornfeck & 
Son, Inc. v. Charles W. Anderson, as Collector of Internal 
Revenue of the Third District of New York. District Court 
decision, 34 Fed. (2d) 800, reversed and remanded. 


Liability of Collectors of Internal Revenue for Taxes 
Illegally Collected.—Recovery of taxes is denied in a per- 
sonal action against the Collector who credited overpay- 
ments for 1918 and 1919 against a barred additional tax for 
1917, where the taxes were collected by and paid to the 
Collector’s predecessor in office, and the Collector against 
whom action is brought “merely made a bookkeeping entry 
pursuant to instructions of the Commissioner.” ‘The court 
does not pass on the question of whether the amount col- 
lected was recoverable from the United States.—U. S. 
Circuit Court of Appeals, Sixth Circuit, in Carl Routzahn, 
United States Collector of Internal Revenue, v. The Reeves 
Brothers Company, a Corporation. No. 5915. District Court 
decision reversed. 


Losses.—Amount paid in 1924 in settlement of notes 
given in 1918 for obligations of an insolvent company vol- 
untarily assumed by the taxpayer corporation in order to 
maintain its own credit standing was deductible as a loss 
in 1919 (the taxpayer being on the accrual basis) when 
the definite amomnt of the liability on the notes was ascer- 
tained, rather than in 1924, and a net loss for 1924 result- 
ing from such payment was consequently not deductible 
in 1925. “The fact that the manufacturing company [tax- 
payer] was granted grace to defer payment of the amount 
due until some future date does not affect the time that the 
loss was ‘sustained.’ To hold that a corporation, whose 
books are kept on the accrual system, could claim a deduc- 
tion in tax only at the time its obligations were paid off 
would, we think, be simply to allow a taxpayer to manipu- 
late his books so as to take an undue advantage of the 
privileges allowed him.” The Commissioner’s contention 
that the payment represented a capital expenditure is held 
to be without merit.—U. S. Circuit Court of Appeals, Ninth 
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Circuit, in M. A. Burns Manufacturing Company, a Corpora- 
tion v. Commissioner of Internal Revenue. No. 6611. Deci- 
sion of Board of Tax Appeals, 21 BTA 749, affirmed. 


Deduction for loss on adjusted contract is denied for 1922, 
the loss having occurred in 1921 when credit of the amount 
due on the adjustment was entered on the taxpayer’s books 
and not in 1922 at the time of actual payment, it appearing 
that the taxpayer was on the accrual basis——U. S. Circuit 
Court of Appeals, Sixth Circuit, in The Landers Brothers 
Company v. Commissioner of Internal Revenue. No. 5985. 
Decision of Board of Tax Appeals, 21 BTA 596, affirmed. 

Deductible loss was sustained in 1923 by reason of dam- 
age from flood to petitioner’s land in so far as the loss was 
not compensated for by insurance, the physical injury to 
the land being held to result in a completed loss or closed 
transaction, even though no sale of the land was made.— 
U. S. Circuit Court of Appeals, Tenth Circuit, in W. M. 
Ferguson v. Commissioner of Internal Revenue. No. 606. 
April term, 1932. Case remanded to Board of Tax Appeals. 
The Board’s decision is reported at 23 BTA 364. 

No deductible loss results in 1924 to the lessors of real 
estate under a 99-year lease from the demolition of build- 
ings in order to make way for a new building to be erected 
by the lessee. The unextinguished cost of the old buildings 
may be recovered over the term of the lease. 

Broker’s commission, attorney’s fees, and the cost of the 
title certificate on the lease are not deductible when paid 
in the years 1924 and 1925, but are capital expenditures to 
be deducted ratably over the term of the lease.—U. S. Cir- 
cuit Court of Appeals, Ninth Circuit, in Mary C. Young v. 
Commissioner of Internal Revenue. No. 6427. Decision of 
Board of Tax Appeals, 20 BTA 692, affirmed. 


March 1, 1913 Valuation of Property—Amounts paid 
for taxes on unproductive timber lands should not be added 
to the March 1, 1913 value of the property in determining 
gain or loss upon its sale in 1920.—U. S. Circuit Court of 
Appeals, Sixth Circuit, in H. M. O. Lumber Company uv. 
United States of America.” No. 5883. Lower court decision 
affirmed. 

Finding of the Board of Tax Appeals that a patent had a 
March 1, 1913, value of $200,000 will not be disturbed by the 
Court although the taxpayer corporation claimed a value 
of $2,500,000, based largely upon the opinion evidence of its 
officers. There is no proof that the finding of the Board 
was arbitrary or unsupported by substantial evidence.— 
U. S. Circuit Court of Appeals, Sixth Circuit, in Grand 
Rapids Store Equipment Corporation (Successor to Grand 
Rapids Show Case Company) v. Commissioner of Internal 
Revenue. No. 5960. Decision of Board of Tax Appeals, 
12 BTA 1024, affirmed. 


Net Loss.—Where a corporation filed a separate return 
for the year 1922, in which year it sustained a net loss, and 
for the year 1923 filed a consolidated return with other 
affiliated corporations, its net loss for 1922 is deductible 
only to the extent of its own net income, and where it has 
no net income, no deduction from the consolidated net 
income is allowable.—U. S. Circuit Court of Appeals, Second 
Circuit, in Warren-Nash Motor Corporation v. Commissioner 
of Internal Revenue. Decision of Board of Tax Appeals, 
21 BTA 897, affirmed. 

Net loss of 1922 covering activities of a real estate com- 
pany in its first year of business in the year in which it 
leased certain land and began the erection of a_ building 
which, however, was not completed until 1923, is deductible 
from profits of the following year although the business 
was not yet “at full flower.” “Certainly the corporation 
was ‘carrying on business’ within the ordinary meaning of 
that phrase, and within its meaning in Section 1000 of the 
Revenue Act of 1921 imposing a special excise tax with 
respect to ‘carrying on or doing business’ * * * We see no 
reason why in section 204 a similar meaning should not be 
ascribed to the phrase ‘business regularly carried on’ pro- 
vided the corporate activities have continuity and are of 
normal character.” 

The Board erred in not allowing a deduction for loss on 
account of leases which the petitioner took over by assign- 
ment, assuming the rent obligations of the lessees in order 
to procure them as tenants for its own building. The as- 
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signed leases were property which the petitioner was 
authorized to own and operate, and the costs of operating 
its business included the rentals paid under the assigned 
lease.—U. S. Circuit Court of Appeals in 379 Madison Ave, 
Inc. v. Commissioner of Internal Revenue. 


Oil Wells—Cost Subject to Depreciation Allowance,— 
Cost of drilling a hole in the ground for an oil well pre- 
liminary to the installation of casings, pumps, derricks, etc., 
is a part of the cost of the physical property subject to 
depreciation, and not, as the Commissioner contends, a part 
of the cost of the oil subject to depletion. These costs in- 
curred in drilling include wages, fuel, repairs, freight, haul- 
ing and materials. Early and preliminary costs incident 
to the leases and preliminary to the drilling, construction, 
and completion of oil wells, required by the Commissioner 
to be capitalized, are returnable through depreciation deduc- 
tions. Dissenting opinions filed—Court of Claims of the 
United States in Dakota-Montana Oil Company v, The United 
States. No. L-413. 


Partnerships.—Partnership is held to have existed be- 
tween a father and three daughters where in 1918 the 
father transferred to each daughter a one-fourth interest 
in all his properties for a noninterest-bearing note, and at 
the same time entered into an oral agreement of partner- 
ship, notwithstanding the father’s agreement to repurchase 
upon dissatisfaction of the daughters.—U. S. Circuit Court 
of Appeals, Sixth Circuit, in Commissioner of Internal Rev- 
enue v. Millard D. Olds. No. 5853. Dissenting opinion 
filed by Circuit Judge Hicks. Decision of Board of Tax 
Appeals, 15 BTA 560, affirmed. 


Payments in Settlement of Damages.—Amounts received 
by a bank as compromise payments from a Reserve Bank 
in settlement of an action for damages brought against the 
Reserve Bank on account of certain conduct of the latter 
which impaired the taxpayer’s good will by injuring its 
reputation and thereby causing it to lose depositors do not 
represent income. The Board erred in holding that the 
entire amount received was income, in absence of evidence 
as to what part represented compensation for loss of earn- 
ings. “One may be recompensed for an injury but it is a 
rare case in which one should have a profit out of it.”— 
U. S. Circuit Court of Apeals, Sixth Circuit, in Farmers and 
Merchants Bank of Catlettsburg, Kentucky, v. Commissioner 
of Internal Revenue. No. 5973. Decision of Board of 
Tax Appeals, 20 BTA 622, reversed. 


Penalty for Delinquency in Filing Tax Returns.—The 25 
per cent penalty for delinquent filing of an income tax re- 
turn for 1924 was properly asserted where the final return 
in behalf of the taxpayer was not filed until May 15, 1925, 
even though the taxpayer’s agent, empowered to prepare 
and file his returns, may, as alleged, have filed a “tentative” 
return on April 14, the day before the filing period as 
extended expired, which return showed gross income of 
$50,000, estimated deductions of like amount, and no tax 
liability. The Board of Tax Appeals findings that the agent 
made no attempt to ascertain the taxpayer’s income for 
1924 and that the return showing no tax liability was not a 
bona fide return are held sustained by the evidence. The 
contention that the “wilful neglect” which justifies the im- 
position of a penalty must be that of the taxpayer per- 
sonally is held to be without merit, inasmuch as any such 
neglect ascribable to the agent must be chargeable to the 
taxpayer. Dissenting opinion filed —U. S. Circuit Court of 
Appeals, Second Circuit, in Irving Berlin v. Commissioner of 
Internal Revenue. Unpublished memorandum opinion of 
the Board of Tax Appeals affirmed. Circuit Judge Manton 
wrote a dissenting opinion. 


Property Exchanges—Realization of Taxable Gain or 
Deductible Loss.—Profit realized in 1920 from the exchange 
of bankers’ deposit receipts (acquired by the taxpayer in 
1914 and 1919) for West Virginia bonds is taxable only to 
the extent that the proceeds do not represent interest. The 
deposit receipts were issued for deferred Virginia Debt 
Certificates, representing a debt due to the State of Virginia 
from West Virginia, pursuant to a decision of the United 
States Supreme Court in 1915 which awarded the State of 
Virginia a judgment of some $4,000,000 capital, and interest 
thereon from 1861, amounting to some $8,000,000. The 
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debt was paid by West Virginia in 1919 by the issuance 
of bonds for the amount of the judgment, plus interest from 
1915 to 1919, amounting to more than $2,000,000 additional. 
In 1920, the taxpayer exchanged his deposit receipts for 
the West Virginia bonds, having a stipulated fair market 
value, on which the realized profit was $10,437.07. Only 
the proportion of this amount which the capital award of 
the Supreme Court bears to the total capital and accrued 
interest on the whole claim to the date of each purchase 
of the bankers’ deposit receipts is taxable—U. S. Circuit 
Court of Appeals, Second Circuit, in S. Whitney Landon, Jr., 
and E. Sterling Carter, as Administrators of the Estate of 
James E. Sague, Deceased, v. Commissioner of Internal Rev- 
— of the Board of Tax Appeals, 23 BTA 736, 
modified. 


Recovery of Taxes.—Recovery of income and excess 
profits taxes for the fiscal years ended March 31, 1914 to 
1918 and 1920 to 1921, is denied, where the suit is 
based on the claim that recovery should be had by reason 
of inadequate depreciation deductions, and is warranted by 
Section 284 (c) of the 1926 Act providing that “under 
certain circumstances overpayments resulting from the fail- 
ure to take adequate deductions in prior years shall be re- 
funded or credited without the filing of a claim therefor 
and regardless of the expiration of the five-year limitation 
period for the making of refunds without claim.” The year 
for which invested capital was so reduced was the fiscal 
year ended March 31, 1922, for which a net loss was sus- 
tained, and for which therefore no tax is due. The relief 
provision is held not applicable where no additional profits 
tax resulted from the Commissioner’s adjustments to in- 
vested capital. Dissenting opinion filed by Judge Whaley. 
—Court of Claims of the United States in The Denver Rock 
Drill Mfg. Co. v. The United States. .No. L-1290 

Credit for overpayments for 1918 and 1919 against de- 
ficiency for 1917 due from partnership of which plaintiff 
was a member was made after expiration of the statutory 
period for collection of the partnership’s taxes, where the 
period was extended by an “unlimited” waiver to April 1, 
1924, prior to passage of the 1924 Act, and the credit was 
made later in that year. 

Credit of plaintiff's 1918 overpayment against the partner- 
ship deficiency for 1917, made in accordance with plaintiff's 
directions, can not be recovered by plaintiff regardless of 
when his claim was filed or the account stated was ren- 
dered. “When one taxpayer authorizes the payment of 
money due him upon the taxes of another a situation re- 
sults which is not covered by the revenue statutes but 
simply by the general law.” 

Credit for the 1919 overpayment which was not included 
in the instructions in (2), applied against the barred de- 
ficiency of plaintiff's partnership for 1917, may not be 
recovered where no claim for refund was filed and there 
was no account stated upon which the action could be 
based. The court holds that there was no account stated 
because there was no claim filed, no statement by one 
party to the other, and nothing which could be construed 
as an agreement.—Court of Claims of the United States in 
David Daube v. The United States. No. L-106 


State Taxes, Deduction for—Payment in 1923 by a cor- 
poration which took over the assets of another, of its 
predecessor’s State income taxes, constitutes payment of a 
liability assumed as part consideration for a transfer of 
assets, and is a capital expenditure and, therefore, fot 
deductible. The fact that there was a transfer in reor- 
ganization was not material, the court holding that the 
two corporations were separate entities. 

State income taxes of one corporation paid by another 
corporation as part consideration for a transfer of assets 
are not deductible in the 1923 return of the second cor- 
poration, a deduction for taxes being allowable only to 
the person upon whom they are imposed.—U. S. Circuit 
Court of Appeals, Seventh Circuit, in The Falk Corporation 
v. Commissioner of Internal Revenue. Board of Tax Appeals 
decision, 23 BTA 883, affirmed. 

Statute of Limitations—In a suit in equity against the 
president of a dissolved corporation to collect a deficiency 
found by the Board of Tax Appeals (7 BTA 475) against 
the corporation for 1917 and 1918, the defendant may not 
raise the defense of the statute of limitations, although 
the Commissioner admits that collection was barred 
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when the 60-day letter was mailed, where defendant 
as president and sole stockholder of the corporation 
signed the petition before the Board, where no mention 
of the statute of limitations was made in the Board 
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proceedings, and where no appeal to the Circuit Court of 
Appeals was taken before the order of the Board became 
final. “This court should, have no wider discretion than 
the one designated by law to review the order of the 
Board, and should be bound by the record just as that 
court is.” 

Where assessment for 1919 and 1920 was made July 14, 
1928, the statutory period for assessment is governed by the 
1926 Act rather that the Act of 1924. Any defense of the 
statute of limitations as to assessment or as to a waiver 
for 1919, filed after the 60-day letter was mailed, was waived 
by not being pleaded or proven before the Board, and the 
findings and redetermination of the Board are conclusive. 

Defendant’s contention that in granting the corporation’s 
application for special assessment, the Commissioner used 
comparative data not truly comparable to its situation is 
not a subject for judicial review.—District Court of the 
United States, No. Dist. of Ohio, in United States of 
America v. Alfred A. Cohn. In Equity No. 3292. 

The two-year period of limitation on suits after disal- 
lowance of claim for refund is not extended by the Com- 
missioner’s failure to notify the taxpayer of such rejection. 
U. S. v. Michel, 282 U. S. 656, 51 S. Ct. 284, followed. 

Claims for refund for 1917 were not filed by the proper 
party where filed by successors to the original taxpayer 
which had purchased the taxpayer’s assets. Under the 
laws of South Carolina the right to file such a claim was 
vested in the liquidating trustees —U. S. District Court, 
West. Dist. of South Carolina, in Cowpens Manufacturing 
Company v. The United States of America. At Law No. 908. 


Stock Acquired by Exchange—Basis for Determining 
Gain Realized on Liquidation of a Corporation.—Basis for 
computing gain realized on the liquidation in 1925 and 1926 
of stock acquired by exchange in 1923, the exchange being 
taxable only with respect to the cash received, is the same 
as the basis of the stock exchanged, decreased by the 
amount of money received, but not increased by the gain 
in excess of cash realized in 1923 but not “recognized” 
under the 1921 Act.—U. S. Circuit Court of Appeals, 
Seventh Circuit, in David B. Gann v. Commissioner of In- 
ternal Revenue. Georgie K. Gann v. Commissioner of Internal 
Revenue. C. IV’. Sager v. Commissioner of Internal Revenue. 
Nos. 4687, 4688, 4689. Oct. term, 1931, April session, 1932. 
Decision of Board of Tax Appeals, 23 BTA 999, affirmed. 


Taxable Gain.—That part of Article 31 of Reg. 65 [similar 
to Art. 51 of Reg. 74], which states that where property 
is sold to a stockholder or employee at less than its fair 
market value, taxable gain is derived by the purchaser, 
is not in accord with the statute relating to gross income 
as such purchase is not “a gain derived from capital” or 
a “profit gained through a sale or conversion of capital 
assets” to the person it is proposed to tax. A purchase 
from a corporation by a principal stockholder of property 
worth $154,559.60 for $54,559.60 is not in itself a distribu- 
tion of assets to the stockholder where there is not even a 
remote suggestion of any ulterior motive in the transaction. 
[The principal stockholder involved owned 46,397 shares of 
the 50,000 shares of capital stock of the corporation (C. B. 
Van Vorst Company), and the goverment’s contention 
was that the transaction denominated a sale was in fact 
a “dividend” within the meaning of Sec. 201(a) of the Rev- 
enue Act of 1924.]—U. S. Circuit Court of Appeals, Ninth 
Circuit, in Commissioner of Internal Revenue v. George W. 
Van Vorst, Executor of the Estate of C. B. Van Vorst, 
Deceased. No. 6723. Decision of the Board of Tax Appeals, 
22 BTA 632, affirmed. 


Time of Realization of Profit on a Sales Contract—Ad- 
mission of Extraneous Evidence Before the Board.—Profit 
from sale of a sawmill was realized in 1923 and not in 1920 
when the contract was entered into and possession was 
taken by the purchaser. The contract entered into in 1920 
named a base price of $225,000, but also guaranteed de- 
livery by the sellers to the purchasers of a minimum 
amount of timber, a premium to be paid by the purchaser 
for deliveries above the minimum, and a penalty to be paid 
by the seller for shortages. In 1923, the net shortage in 
deliveries resulted in the forfeiture of a part of the base 
price for the sawmill. The mill and the timber were inter- 
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dependent and inseparable, and the sale price of the mill 
could not be determined until 1923. 

The Board of Tax Appeals did not err in permitting a 
witness to answer a question as to the method the parties 
used in arriving at the price named in a sales contract, such 
extraneous evidence being held permissible; but even if 
the Board had erred in admifting such evidence, its deci- 
sion, being that of an administrative tribunal, is not in- 
validated thereby.—U. S. Circuit Court of Appeals, Sixth 
Circuit, in Commissioner of Internal Revenue v. R. J. Darnell, 
Incorporated. No. 5000. Decision of Board of Tax Appeals, 
18 BTA 125, affirmed. 


Property Tax Delinquency in Ohio—A 


Bill of Particulars 
(Continued from page 296) 


over 63% of the total of the forty-three counties), 
where the delinquencies amounted to 4.9% of the levy. 

An unweighted average of the individual county 
percentages is, from some aspects, more significant. 
This average was only 1.48%. The percentages of 
delinquency to levy found in the individual counties 
ranged from .34%, in Van Wert County, to 4.92%, 
in Cuyahoga County (Cleveland). A frequency dis- 
tribution of all of the percentages would show that 
the modal group is 1 to 1.99%, which includes eight- 
een of the forty-three counties. In fifteen of the 
counties the ratios were below 1%. 


As noted above, the aggregative average delin- 
quency per parcel was $129. This figure is likewise 
distorted by its heavy weighting with Cuyahoga 
County delinquencies. In this county the average 
delinquency per parcel was $264. The aggregative 
average delinquency per parcel of the other forty- 
two counties was only $68. 

There is also shown in Table XVII the division 
of delinquencies between the urban and rural areas 
of the various counties. As indicated in Columns 
7 and 12, $3,034,071, or almost 91% of the total 
$3,339,623 of certified delinquencies was reported 
from urban areas, while only $305,552, or a little 
over 9%, was reported from rural areas. However, 
only 18,139, or a little over 70%, of the parcels were 
in urban areas, while 7,726, or almost 30%, were in 
rural areas. Thus, the aggregative average amounts 
of delinquent charges per parcel were $167.27 in ur- 
ban areas and only $39.55 in rural areas, if Cuya- 
hoga County be included; or $121.26 in urban areas 
and $39.55 in rural areas, if Cuyahoga County be 
excluded. 

Of the aggregate levy of $113,339,290, $95,890,055 
was urban and $17,508,235 was rural, so that the 
aggregative averages of the percentages of levies 
oy as delinquent were, urban 3.16%, and rural, 
1.75%. 

These data would indicate that the ratio of delin- 
quency to levy is higher in urban areas than in 
rural areas, but further analysis discloses the fact 
that as far as these forty-three counties are con- 
cerned, this conclusion results from the great weight- 
ing given to Cuyahoga County in the aggregates. 
The unweighted averages of the individual county 
ratios are 1.59% for rural areas, and only 1.35% 
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for urban areas. The conclusion indicated by this 
study of half of the counties of the state is that the 
ratio of real estate delinquency is higher in the rural 
areas than in the smaller cities and the villages. 










Amount and Distribution of Real Property Taxes 
Certified as Delinquent in 1929 


It is of interest to compare the original certifica- 
tions made in 1929 with those made in 1925, as such 
a comparison may serve the double purpose of sup- 
plying an indication of the trend of delinquency 
in Ohio, and of providing a check upon certain 
conclusions tentatively drawn in the preceding section. 

In this case the desired data showing the amount 
and distribution of certified delinquencies were 


found in thirty-eight counties. They are presented 
in Table XVII. 
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Table XVII 
ANALYSIS OF 1929 LAND TAX CERTIFICATES 






These thirty-eight counties certified, in 1929, de- 
linquent taxes, penalties, and, in thirty-five cases, 
special assessments * amounting, in the aggregate, to 
$7,886,433. These delinquent charges were outstand- 
ing against 39,103 parcels, so that the aggregative 
average delinquency per parcel was $201.68. 


As was the case with the 1925 data, the aggrega- 
tive averages are unduly distorted by the inclusion 
of the Cuyahoga County data. In this year Cuyahoga 
delinquencies amounted to $5,817,740, or almost 
74% of the total for the thirty-eight counties, while 
both the delinquency per parcel ($382.37) and the 
ratio of delinquency to levy (11.41%) were again 
the highest found in any of the counties studied. 

The aggregative average delinquency per parcel 
in the other thirty-seven counties was only $86.55. 


3 Three counties did not certify special assessments. 









































































































11930 Land Tax Certificate. 

71928 Land Tax Certificate. 

3 Considered all county data as urban—data not available for rural 
* Unpaid special assessments not included in certificate. 
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Jackson .... 5,552 305 18.20 342,997 1.62 3,086 198 15.59 218,382 1.41 2,466 107 23.05 124,615 1.98 
Mage =... 2. 6,775 150 45.17 702,501 0.96 2,531 43 58.86 306,611 0.83 4,244 107 39.66 395,890 1.07 
Lawrence .. 13,300 307 43.32 745,187 1.78 6,494 108 60.13 504,605 1.29 6,806 199 34.20 240,582 2.83 
low ........ 20,7692 1510 13.75 710,270 0.21 5,573 185 30.12 293,489 1.90 15,196 1325 11.47 416,781 3.65 
eee 566,376 2686 210.86 12,670,553 4.47 417,850 1461 28.60 11,313,123 3.69 148,526 1225 121.25 1,357,430 10.94 
Meigs ...... 7,675 322 23.84 302,289 2.54 3,099 115 26.95 125,040 2.48 4,576 207 22.11 177,249 2.58 
Mercer ..... 11,373 117. 97.21 596,989 1.91 6,156 66 93.27 178,721 3.44 5,217 51 102.29 418,268 1.25 
Monroe .... 7,065 173 40.84 370,427 1.91 2,035 42 48.45 79,101 2.57 5,030 131 38.40 291,326 1.73 
Morgan .... 3,684 77 «47.84 265,333 1.39 170 6 29.33 62,581 0.27 3,514 71 49.49 202,752 1.73 
Morrow .... 4,889 74 66.07 359,350 1.36 595 18 33.06 75,069 0.79 4,294 56 676.68 284,281 1.51 
Noble ...... 6,468 254 25.46 269,424 2.40 895 36 ©—- 24.86 37,800 2.37 5,573 218 25.56 231,624 2.41 
Ottawa ..... 16,169 323 50.06 610,450 2.65 7,721 55 140.38 185,470 4.16 8,448 268 31.52 424,980 1.99 
Paulding ... 13,223 155 85.31 501,323 2.64 2,530 85 29.76 72,989 3.47 10,693 70 152.76 428,334 2.50 
Pickaway ... 13,440 157 85.61 579,617 2.32 4,290 64 67.03 166,877 2.57 9,150 93 99.39 412,740 2.22 
Rat 6,043 339 17.83 185,430 3.26 355 7 5071 40,964 0.87 Sees" 332 _ 17.13 144,466 3.94 
Sandusky ... 12,891 160 80.57 1,057,046 1.22 4,842 93 52.06 535,500 0.90 8,049 67 120.13 521,546 1.54 
Scioto ...... 54,950 1031 53.30 1,772,965 3.10 40,913 336 121.76 1,422,960 2.88 14,037 695 20.20 350,005 4.01 
Seneca ..... 7,431 239 31.09 1,089,315 0.68 2,743 150 18.29 573,877 0.48 4,688 89 52.67 515,438 0.91 
Van Wert .. 1,963 62 31.66 615,298 0.32 699 44 15.89 207,692 0.34 1,264 18'- 70:22 407,606 0.31 
Vinton ..... 2,892 194 14,91 118,598 2.44 342 45 7.60 30,082 1.14 2,550 149 17.11 88,516 2.88 
Warren .... 12,918 187 67.08 623,663 2.07 1,634 26 = 62.85 229,163 0.71 11,284 161 70.09 394,500 2.86 
Washington. . 8,276 244 31.92 847,319 0.98 2,769 62 44.66 440,051 0.63 5,507 182 30.26 407,268 1.35 
Wayne «. i. 13,172 178 74.00 1,112,290 1.18 10,086 115 87.70 588,721 1.71 3,086 63 48.98 523,569 0.59 
Williams ... 9,913 153 64.79 645,154 1.54 3,828 85 45.04 251,047 1.52 6,085 68 89.49 394,107 1.54 
= aa 47,317 792 59.74 1,365,344 3.47 13,695 207 66.16 391,516 3.50 33,622 585 57.48 973,828 3.45 
Wyandot ... 10,705 102 104.95 499,819 2.14 2,439 43 56.72 142,378 1.71 8,266 59 140.10 357,141 2.31 
TOTAL ....$7,886,433 39,103 $201.68 $119,842,734 6.58% $7,348,782 25,731 $285.60 $103,653,920 7.09 $537,651 13372 $40.21 $16,188,514 3.32% 





(duplicate of which is only 0.32% of total county). 
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The aggregate levies (of 1928) on real property, 
from which these delinquencies arose amounted to 
$119,842,734, of which the aggregate delinquencies 
comprised 6.58%. The unweighted average of in- 
dividual ratios of delinquency to levy, which is in- 
fluenced much less by the high Cuyahoga County 
delinquencies, was only 2.39%. 


The percentages found in the individual counties 
ranged from 0.21% in Logan County to 11.41% in 
Cuyahoga County. A frequency distribution of all 
of the percentages would show that the modal class, 
in which thirteen counties fell, was from 1% to 
1.99%, but twelve counties fell in the next class, 
2% to 2.99%. The ratios were below 1% in only 
five counties in this year. 


Table XVII, also shows for 1929, as did Table 
XVI for 1925, the division of these data between 
urban and rural areas, As is indicated in Columns 
7 and 12, respectively, $7,348,782, or 93% of the total 
$7,886,433 of certified delinquencies was reported 
from urban areas, while only $537,651, or 7% was 
reported from rural areas. However, only 25,731, or 
less than 68% of the parcels were in urban areas, so 
that the aggregative average amounts of delinquent 
charges per parcel were $285.60 in urban areas and 
only $40.21 in rural areas, if Cuyahoga be included, 
or $145.50 in urban areas and $40.21 in rural areas if 
Cuyahoga County be excluded. 


Of the aggregate levy of $119,842,734, $103,653,920, 
or over 88% was urban, while only $16, 188, 514, or 
less than 14% was rural. 


The aggregative average percentages of delin- 
quencies to levies were 7.09% in urban areas and 
3.32% in rural areas. 


These ratios would again indicate a higher de- 
linquency in urban than in rural territory, were it 
not for the fact that, as was the case with the 1925 
data, when the high influence of Cuyahoga County 
data is removed by computing unweighted averages 
of the individual county ratios, the conclusion is 
again reversed, and we find that the unweighted 
averages of delinquency ratios were 2.71% in rural 
areas and only 2.17% in urban areas. The conclusion 
arrived at in the preceding section (namely, that 
except in the unusual case of Cuyahoga County, 
which is almost entirely urban and which has the 
highest delinquency ratio found, a larger proportion 
of levied taxes become delinquent i in rural than in 
urban areas), is thus borne out by the analysis of 
the 1929 data. 


Attention should be called, parenthetically, with 
respect to Table XVI as well as Table XVII, to 
the large difference in ratios of delinquencies to 
levies between Cuyahoga (Cleveland) and Hamilton 
(Cincinnati) counties. In 1925 the Cuyahoga per- 
centage was over five and one-half times the Hamil- 
ton percentage, while in 1929 the former was over 
six and one-half the latter. 

These high delinquencies found in Cuyahoga County 
compel some consideration of their causes. It is 
doubtful that they can be attributed to laxity of 
enforcement of collection, as such laxity as exists 
appears to be characteristic of the state as a whole. 
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The cause is probably to be found, rather, in the 
economic characteristics of this area. Cleveland is 
the largest city in the state, and Cuyahoga County 
has been subject to a rapid process of urbanization. 
The majority of the territory of the county has been 
drawn under the influence of the city and is almost 
entirely occupied by the city and its surrounding 
suburbs. The growth of these communities has been 
characterized not only by rapid and speculative real 
estate developments, but, in some cases, by the un- 
wise expenditure of public funds, such as in the 
erection of public improvements which far exceed, 
at the time of their construction, the requirements 
of the communities which they are designed to serve, 
and which may not be “caught up with” by these 
communities during their life. Both the excessive 
expenditure of public funds and speculative real 
estate development lead to excessive tax delinquency. 


(To be continued) 


Amendments of Regulations 


Electrical Energy Tax—Section 616, Revenue Act of 
1932.—The first paragraph of article 40 of Regulations 42 
has been amended to read as follows: “The tax applies 
to the amount paid for all electrical energy furnished for 
domestic or commercial consumption, either by a privately 
or publicly owned electrical power company.”—T. D. 4337: 
XI-28-5545 (p. 14). 

The second paragraph of article 41 of Regulations 42 
has been amended to read as follows: “This exemption 
does not apply to payments for electrical energy for do- 
mestic or commercial consumption furnished by govern- 
mentally or municipally owned electrical power companies.” 
—T. D. 4337: XI1-28-5546 (p. 14). 


Article 40 of Regulations 42 is amended by Treasury De- 
cision 4342 to read as follows: 


“The tax applies to the amount paid for all electrical 
energy furnished for domestic or commercial consump- 
tion by any person or agency (whether private, public 
or quasi-public) irrespective of whether such person 
or agency produces the energy so furnished. (For def- 
inition of the word ‘person,’ see section 1111 of the 
Act.) 

“All electrical energy furnished the consumer is tax- 
able except (1) electrical energy furnished for indus- 
trial consumption, e.g., that used in manufacturing, 
processing, mining, refining, shipbuilding, building con- 
struction, etc., and (2) that furnished for other uses 
which likewise can not be classed as domestic or com- 
mercial, such as use by public utilities, water works, 
irrigation companies, telegraph, telephone, and radio 
communication companies, railroads, other common car- 
riers, educational institutions not operated for private 
profit, churches, and charitable institutions. However, 
electrical energy is subject to tax if consumed in the 
commercial phases of industrial or other businesses, 
such as in office buildings, sales and display rooms, re- 
tail stores, etc. 


“Where electrical energy is supplied to a single con- 
sumer for two or more purposes, the specific use for 
which the energy is furnished, i.e., whether for do- 
mestic or commercial consumption, or for other con- 
sumption, shall determine its taxable status. Where 
the consumer has all the electrical energy used at a 
given location furnished through one meter, the pre- 
dominant character of the business carried on at such 
location shall determine the classification of electrical 
consumption for the purposes of this tax. 


“The tax does not apply with respect to sales of 
electrical energy other than sales for consumption. 
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Every person purchasing electrical energy for resale 
shall apply for a registration number to the collector 
for the district in which is located his principal place 
of business (or, if he has no principal place of business 
in the United States, to the collector at Baltimore, 
Maryland). The application shall state the name and 
place or places of business of the applicant. Registra- 
tion numbers shall be in a separate series beginning 
with the number 1, for each district. Electrical energy 
furnished for resale shall be exempt from tax only 
when the vendee furnishes to the vendor a certificate 
showing the vendee’s registration number and stating 
that the energy is to be resold by him. 


“Where electrical energy is sold through one meter 
to a person for both resale and consumption, the cer- 
tificate furnished by the vendee pursuant to the preced- 
ing paragraph shall show the portion of the energy 
which is consumed by him for domestic or commercial 
purposes, and the vendor shall collect the tax on such 
portion of the amount paid for all the energy. The 
vendee shall in turn collect from the person to whom he 
resells the energy the tax under section 616, based on 
the price for which the energy is resold. 


“The tax attaches to all amounts paid for electrical 
energy for domestic or commercial consumption irre- 
spective of whether any of the energy paid for is act- 
ually used. In other words, the tax is due on all such 
payments whether in the form of a minimum charge, 
a flat charge, or otherwise. 


“Where a discount is deductible from the gross charge 
for electrical energy if payment therefor is made within 
a prescribed period or where an additional amount is 
added for failure to make payment within a prescribed 
period, the tax attaches to the amount actually paid.” 


Treasury Decision 4342 also amends the fourth and fifth 
paragraphs of Article 41 of Regulations 42 to read as fol- 
lows: 


“Persons claiming exemption on the ground that the 
energy furnished is not for domestic or commercial 
consumption must submit to the person furnishing the 
energy Satisfactory evidence showing that it was used 
for purposes other than domestic or commercial.” 


Lubricating Oils—Excise Tax.—Treasury Decision 4339, 
X1-30-5567 (p. 17), amends Article 11 of Regulations 44 
[relating to Section 601(c)1, Revenue Act of 1932] to read 
as follows: 


“Art. 11. Scope of tax—The tax imposed under section 
601(c) (1) attaches to the sale by the manufacturer of 
lubricating oils. Lubricating oils imported into the 
United States are subject to a tax of 4 cents a gallon 
upon importation under Section 601(c) (4), but the im- 
porter’s sale thereof is not taxed under Section 601(c) (1). 


“*Lubricating oils’ are all oils sold as such and all 
oils sold or used for lubrication. A particular oil having 
both lubricating and nonlubricating uses is taxable un- 
less (1) it is put into a channel of consumption or dis- 
tribution for a use other than that of lubrication, under 
a name identifying it for such use, and (2) the manu- 
facturer obtains from the purchaser a certificate to the 
effect that the oil will be used by the purchaser for a 
stated purpose other than that of lubrication or resold 
by him only to a person who in turn furnishes a similar 
certificate. A blanket certificate covering all orders be- 
tween given dates (for a period not exceeding a month) 
may be accepted from the purchaser. Such certificates 
and proper records of invoices, orders, etc., relative to 
tax-free sales must be retained as provided in Article 50. 
Where upon inspection it is discovered that a manufac- 
turer’s records with respect to any sale claimed to be 
tax-free do not contain a proper certificate, with support- 
ing invoice and such other evidence as may be necessary 
to establish the character of the sale, tax shall be pay- 
able by the manufacturer on such sale. 

“Examples of oils not subject to tax when sold 
(otherwise than as lubricating oil) for purposes other 
than lubrication, as prescribed in the preceding para- 
graph, are: Road oil, cordage oil, agricultural spray oil, 
cotton softener oil, ink oil, medicinal white oil, and oil 
used as a component material in the manufacture of 
nontaxable oils, paint, insecticides, soap stock, grease, etc. 
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“The term ‘lubricating oils’ does not include products 
of the type commonly known as grease. Oleaginous 
substances are classed as grease and not subject to the 
tax only if (1) of a worked consistency of less than 390 
penetration units, or an unworked consistency of less 
than 360 penetration units, by the method of test of the 
American Society for Testing Materials D-217-27-T and 
(2) free from oil or comprising oil and a soap or a mix- 
ture of soaps or of soaps and other substances. 


“Effective August 16, 1932, no lubricating oil shall be 
sold tax-free for further manufacture under Section 620 
to any person (other than a refiner of crude petroleum) 
unless the exemption certificate furnished pursuant to 
article 7 shows the registration number of the purchaser. 
Each manufacturer or producer of lubricating oils (other 
than a refiner of crude petroleum) will be granted a 
registration number upon application to the collector 
for the district in which is located his principal place of 
business (or, if he has no principal place of business in 
the United States, to the collector at Baltimore, Md.). 
Such numbers shall be in a separate series, beginning 
with the number 1, for each district. Applications for 
registration numbers shall state the name and place or 
places of business of the applicant and the nature of the 
processes of manufacture or production in which he is 
engaged. 

“A person who merely blends taxable lubricating oils 
is not a manufacturer or producer, and such a blender 
may not purchase lubricating oils for blending tax-free 
under: Section 620 (see article 7). A person who pro- 
duces lubricating oils by a process of compounding in- 
volving more than the mere mixing of taxable oils, is a 
manufacturer or producer, and may be granted a regis- 
tration number. 


“A person who produces lubricating oil by reclaiming 
used lubricating oil, irrespective of the process used and 
whether or not new lubricating oil is added thereto, is 
a manufacturer or producer, and the tax attaches to oil 
so produced when sold or used by him for lubrication.” 


Power Relinquishment in Contemplation of Death.— 
Treasury Decision 4340, X1I-30-5574 (p. 20), amends Article 
20 of Regulations 70 (1929 edition), approved March 23, 
1929, to read as follows: 


“Art. 20. Power relinquished in contemplation of death. 
—Where property was transferred by the decedent, who 
reserved a power to alter, amend, or revoke the transfer, 
and such power was relinquished in contemplation of 
death, the value of the property should be included in 
the gross estate. (See Article 16.)” 


Telegraph, Telephone, Cable and Radio Facilities Tax— 
Section 701, Revenue Act of 1932.—Article 44 of Regula- 
tions 42 is amended by inserting after the first paragraph 
thereof a new paragraph as follows: “Every person trans- 
mitting any telegraph, telephone, cable, or radio dispatch, 
message, or conversation “collect” to a point outside the 
United States, and receiving, whether from a connecting 
carrier or otherwise, any payment for the transmission, 
shall collect the tax and make return thereof in accord- 
ance with article 46.”"—T. D. 4338: XI-29-5558 (p. 22). 


Transfers in Contemplation of Death.—By Treasury De- 
cision 4340; XI-30-5573 (p. 20), Article 16, Regulations 70 
(1929 edition), approved March 23, 1929, is amended to read 
as follows: 


“(2) Transfers not admitted to have been made in con- 
templation of death—The executor is required to disclose 
in the return all transfers made by the decedent subse- 
quent to September 8, 1916, of an amount or value of 
$5,000, or more. Any such transfer made within two 
years of the decedent’s death, but before the effective 
date of the Revenue Act of 1926, and constituting a ma- 
terial part of decedent’s property and in the nature of a 
final disposition or distribution thereof, is deemed to 
have been made in contemplation of death within the 
meaning of the statute. Where the executor contends 
that the transfer was not made in contemplation of death 
he must file with the return sworn statements, in dupli- 
cate, of all the material facts, including, among other 
things, the decedent’s motive in making the transfers 
and his mental and physical condition at that time, and 
one copy of the death certificate.” 
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Litigation Prospect Under the New 
Federal Tax Law 
(Continued from page 288) 


broad, if the narrow field of review prescribed by 
the Supreme Court of the United States in Special 
assessment cases be any indication. In any event, 
we must consider that the restriction is imposed in 
connection with an exemption enjoyed by the tax- 
payer at the will of Congress. In this light, the 
phrase “avoidance of Federal income taxes” would 
seem to leave little doubt of the congressional intent 
to prohibit, by withdrawing the grace of exemption, 
what would otherwise conceivably be legitimate tax 
avoidance as distinguished from illegal tax evasion. 
( To be continued) 


| Rulings of the Bureau of Internal Revenue | 


Credits of Individual Against Net Income—Method of 
Computing Personal Exemption Where a Married Person 
Dies and Surviving Spouse Marries During Same Taxable 
Year.—The collector refers to General Counsel’s Memoran- 
dum 10129 (Bulletin XI-1, 2), and requests a ruling relative 
to the amount of personal exemption allowable to the 
surviving spouse and the person whom the surviving spouse 
marries under the following circumstances: 

A, the husband of B, died April 1, 1931, and B married 
a who was not the head of a family, on September 28, 
1931. Band C were living together on December 31, 1931, 
and neither individual had dependants for which credit 
— claimed under Section 25 (d) of the Revenue Act 
of 1 3 


Section 25 of the Revenue Act of 1928 provides in part: 


“There shall be allowed for the purpose of the normal 
tax, but not for the surtax, the following credits against 
the net income: 

* * x * * a 


“(c) Personal exemption.—In the case of a single per- 
son, a personal exemption of $1,500; or in the case of the 
head of a family or a married person living with husband 
or wife, a personal exemption of $3,500. A husband and 
wife living together shall receive but one personal ex- 
emption. The amount of such personal exemption shall 
be $3,500. If such husband and wife make separate 
returns, the personal exemption may be taken by either 
or divided between them. 

“(d) Credit for dependents.—$400 for each person (other 
than husband or wife) dependent upon and receiving 
his chief support from the taxpayer if such dependent 
person is under 18 years of age or is incapable of self- 
support because mentally or physically defective. 

“(e) Change of status.— 

“(1) The credit for dependents shall be determined by 
the status of the taxpayer on the last day of his taxable 
year. 

“(2) The personal exemption allowed by subsection 
(c) of this section shall, in case the status of the tax- 
payer changes during his taxable year, be the sum of 
an amount which bears the same ration to $1,500 as 
the number of months during which the taxpayer was 
single bears to 12 months, plus an amount which bears 
the same ratio to $3,500 as the number of months during 
which the taxpayer was a married person living with hus- 
band or wife or was the head of a family bears to 12 
months. For the purposes of this paragraph a fractional 
part of a month shall be disregarded unless it amounts to 
more than half a month, in which case it shall be con- 
sidered as a month. 

“(3) In the case of an individual who dies during the 
taxable year, the personal exemption and the credit for de- 
pendants shall be determined by his status at the time of 
his death, and in such case full credits shall be allowed 
to the surviving spouse, if any, according to his or her 
status at the close of the taxable year.’ 
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General Counsel’s Memorandum 10129, supra, involved 
the question as to the amount of personal exemption to 
which two individuals were entitled where each was the 
head of a family at the time of their marriage. The in- 
stant case is quite different. Here there was a death of 
one spouse and the remarriage of the survivor during the 
same taxable year to a single man who was not the head 
of a family. 


It has been held in General Counsel’s Memorandum 6275 
(C. B. VIII-1, 86) that Section 25(e)3, in so far as it 
relates to the personal exemption of a married individual 
who dies during the taxable year, is exclusive in its terms 
and can not be applied in conjunction with Section 25(e)2, 
and that where there is both a change of status and death 
within the taxable year Section 25(e)3 must govern. The 
rule announced in General Counsel’s Memorandum 6275 is 
also applicable in determining the personal exemption of 
the surviving spouse. This does not mean that in a case 
where a married individual dies and the surviving spouse 
remarries during the taxable year, Section 25(e)3 is to be 
applied independently of Section 25(c) in determining the 
personal exemption to which the surviving spouse is en- 
titled. Furthermore, Section 25(e)3 is not to be applied 
independently of Section 25(e)2 in determining the per- 
personal exemption of the individual whom the surviving 
spouse marries. 


In view of the foregoing, this office holds that in a case 
where a married individual dies and the surviving spouse 
remarries during the same taxable year, and the surviving 
spouse and the individual whom the surviving spouse mar- 
ries are living together at the close of the taxable year, 
the “full credits” for the personal exemption to be allowed 
to the surviving spouse because of such marital status are 
$3,500, less the portion of the joint personal exemption, 
determined as provided in Section 25(e)2, to which the in- 
dividual whom the surviving spouse marries is entitled. 
This office further holds that in such a case the individual 
whom the surviving spouse marries is also entitled (in 
addition to his or her portion of the $3,500 joint personal 


ELEMENTS OF THE LAW OF 
BUSINESS ACCOUNTING 


by Professor A. A. Berle, Jr. and F. S. Fisher, Jr. 


An examination of the validity of specific accounting practices in law. 






THE TAX MAGAZINE 311 


exemption) to the portion of the personal exemption allow- 
able in respect of the single status occupied during the tax- 
able year, determined as provided in Section 25(e)2. 
Applying these rules to the case referred to, the amount 
of C’s personal exemption is 9/12ths of $1,500, or $1,125, 
for the period during which he had the status of a single 
person, plus % of 3/12ths of $3,500, or $437.50, for the 
period during which he was married and living with B, or 
a total personal exemption of $1,562.50. The amount of B’s 
personal exemption is $3,500 less $437.50, or $3,062.50. The com- 
bined personal exemption allowable to both B and C is $3,062.50 
plus $1,562.50, or $4,625. If B and C make separate returns, 
the portion of the $3,500 personal exemption to which they 
are entitled for the period during which they were married 
and living together, that is, 3/12ths of $3,500, or $875, may 
be taken by either or divided between them.—I. T. 2634: 
X1-29-5551 (p. 4). 


Customs Duties, Taxable Status.—Consideration has been 
given the question whether a refund of customs duties col- 
lected over a number of years should be regarded as income 
for the year in which the refund is received, or whether 
the principal sum thereof should be allocated to the pre- 
vious years in which the collections were made and income 
tax liability for those years adjusted accordingly. 

The question above outlined was considered in the ruling 
published as O. D. 741, Cumulative Bulletin 3, page 115. It 
was therein held that excess customs duties, which were 
paid during the years 1915, 1916, and 1917 and for which 
a refund was received during the year 1919, were amounts 
which had been erroneously deducted in computing net 
income for the years 1915, 1916, and 1917, respectively, 
rather than an amount representing income for the year 
1919. 

ee Sow ei 


It is now held that application of the ruling published 
as O. D. 741, supra, should be restricted to cases in which 
collections of customs duties and taxes were illegally or 
improperly made. It sometimes happens that duties or 
taxes are legally or properly collected, but by reason of 
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some subsequent event are refunded. An example of this 
type of case is the refund under the drawback provisions 
of the law where the importer pays the customs duties but 
later secures a refund by showing that the goods imported 
on which the duties were paid have gone into a manufac- 
tured article which was later exported. In such a case the 
collection of the customs duties was entirely legal and the 
refund thereof did not constitute the correction of a mis- 
take because no mistake had been made. Therefore, legal 
and proper collections of customs duties and taxes should 
be distinguished from those illegally or improperly made. 
Refunds of customs duties or taxes, the collection of which 
was legally or properly made, should be treated as income 
for the year in which refunded. 

It is further held that legal expenses incurred in secur- 
ing a refund of customs duties or taxes illegally or im- 
properly collected are proper deductions from income for 
the year in which paid or accrued, as ordinary and neces- 
sary expenses, when incurred in carrying on a trade or 


business.—Mim. 3958: XI-30-5560 (p. 3). 


Depletion of Oil and Gas Wells.—The taxpayer as the 
assignee of a one-half interest in certain oil leases, the 
assignment being made in consideration of the drilling of 
an oil well on the property, may deduct one-half of the 
intangible cost of drilling the initial well or wells as an 
expense, or at its option same may be capitalized. The 
intangible cost of drilling a test well where the taxpayer did 
not obtain title to the lease until after the well was com- 
pleted constitutes a capital investment and is not deductible 
as an expense.—G. C. M. 10686: XI-29-5554 (p. 9). 


Gain or Loss, Determination of, Under the Revenue Act 
of 1924.—In Ann Arbor Railroad Co. v. Commissioner (Docket 
No. 34918), unreported, the Board of Tax Appeals held that 
Section 202(b) of the Revenue Act of 1924 was not intended 
to prohibit the reduction of the basis for determining the 
loss by depreciation actually sustained prior to the incep- 
tion of the Excise Tax Act of 1909 

General Counsel’s Memorandum 8573 (C.B. IX-2, 168) 
modified. 


Reference is made to General Counsel’s Memorandum 
8573, supra. In that memorandum the conclusion was 
reached that in computing the amount of gain or loss un- 
der Section 202(a) of the Revenue Act of 1924 on the sale 
or other disposition of property, the adjustment to the 
basis required by section 202(b) of that Act to be made 
on account of “any item of loss, exhaustion, wear and 
tear, obsolescence, amortization, or depletion, previously 
allowed with respect to such property” [italics supplied], 
does not include a reduction of cost on account of depre- 
ciation sustained prior to 1909, for the reason that the 
Federal revenue laws in effect prior to that year contained 
no provision under which the Commissioner was required 
to consider depreciation deductions. * * *—G. C 


10754: XI-30-5563 (p. 10). 


Manufacturers’ Excise Tax.—The provisions of Section 
620 [Revenue Act of 1932] are not applicable to the sales 
of lubricating oil and gasoline which are expended or con- 
sumed in manufacturing processes and which do not be- 
come a component material of a finished product subject 
to the tax under Title IV of the Revenue Act of 1932.— 
S. T. 460; XI-30-5566 (p. 16). 

i 620 of the Revenue Act of 1932 provides in part 
that: 


“Under regulations prescribed by the Commissioner 
with the approval of the Secretary, no tax under this 
title shall be imposed upon any article (other than a 
tire or inner tube, or an article taxable under Section 
604, relating to the tax on furs) sold for use as material 
in the manufacture or production of, or for use as a 
component part of, an article to be manufactured or 
produced by the vendee which will be taxable under 
this title or sold free of tax by virtue of this section.” 


Misrepresentation of Tax.— Dealers in articles of the 
classes taxable under the Revenue Act of 1932 are, of 
course, free to fix the prices at which they sell those arti- 
cles. However, Section 1123 of the Revenue Act of 1926, 
which under Section 627 of the Revenue Act of 1932 is 
applicable to the taxes imposed by Title IV of that Act 
provides as follows: 
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“Whoever in connection with the sale or lease, or 
offer for sale or lease, of any article, or for the purpose 
of making such sale or lease, makes any statement, 
written or oral, (1) intended or calculated to lead any 
person to believe that any part of the price at which 
such article is sold or leased, or offered for sale or lease, 
consists of a tax imposed-under the authority of the 
United States, or (2) ascribing a particular part of such 
price to a tax imposed under the authority of the United 
States, knowing that such statement is false or that the 
tax is not so great as the portion of such price ascribed 
to such tax, shall be guilty of a misdemeanor and upon 
conviction thereof shall be punished by a fine of not 
more than $1,000 or by imprisonment not exceeding 
one year or both.” 

Under Section 1123 it is a criminal offense for a dealer 
who increases the price of merchandise in his hands on 
June 21, 1932, in order to take advantage of the competitive 
situation arising out of the imposition of the taxes under 
the Revenue Act of 1932, to represent falsely in any way 
that the increase is due to a tax paid on the merchandise, 
—S. T. 462: XI-30-5569 (p. 18). 


Property Transmitted at Death—Basis for Determining 
Gain or Loss.—In deciding the question presented in the 
last paragraph on page 24 of General Counsel’s Memoran- 
dum 10260 (Bulletin XI-13, 2) the fact was not taken into 
consideration that it had been decided in the preceding 
paragraph that the value of the stock itself at the basic 
date must be reduced to reflect the value of the widow’s 
life estate. Obviously, if an adjustment of the basis on 
account of the life estate is made where the original trust 
corpus is delivered to the sons, an adjustment must also be 
made where the trustees, during the existence of the life 
estate, have sold the original corpus, reinvested the pro- 
ceeds in other property, and delivered the substituted prop- 
erty to the sons, and in so far as the last paragraph on page 
24 of General Counsel’s Memorandum 10260, supra, appears 
to state the contrary, it does not represent the view of 
the General Counsel. General Counsel’s Memorandum 
10260, supra, modified —G. C. M. 10698: XI-28-5542 (p. 6). 


Sporting Goods Subject to Tax. — Fishing nets, lines, 
hooks, baits, flies, etc., ordinarily known as fishing tackle, 
are held not to be subject to the tax imposed under Section 
609 of the Revenue Act of 1932. [In the statute the 10 
per cent manufacturers’ excise tax is limited, as far as 
similar paraphernalia is concerned, to fishing rods and 


reels.]—S. T. 461: XI-30-5568 (p. 18). 


Taxation of Federal and State 
Instrumentalities 
(Continued from page 282) 


political considerations which render it unlikely that 
such a decision will be rendered. Whether the 
American public, after further consideration, will come 
to the view that on the whole it is better to remove 
these constitutional exemptions, and inaugurate 
steps to accomplish this by constitutional amend- 
ment, is of course a different question. In the opin- 
ion of the author of this article, however, such a 
result is hardly likely to be accomplished through 
judicial decision. 





Significant Decisions of the Board 
of Tax Appeals 


Affiliated Corporations—Net Losses.—Net losses of af- 
filiated corporations for 1922 may not be used as a consoli- 
dated net loss of the affiliated group to be carried forward 
as a unit and applied against the consolidated-group net 
income of 1923. In determining the consolidated net in- 
come of an affiliated group for 1923, the 1922 net loss of 
one of the affiliated corporations is applicable to its current 
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1923 net income before and not after such current 1923 net 
income is combined with others of the group to ascertain 
such consolidated net income for 1923.—Delaware & Hud- 
son Company v. Commissioner; Delaware & Hudson and 32 
Named Subsidiaries v. Commissioner, Dec. 7652, Docket 
Nos. 50553 and 50629. 


Deductions for Interest Payments on Loans Secured by 
State Tax Warrants.—Interest paid to a bank in 1929 is 
held deductible where paid on loans of money for use in 
operating petitioner’s business, secured by State warrants. 
Petitioner received deficiency warrants from the State of 
Texas in payment for machinery and was thereby deprived 
of necessary cash. The warrants were used as security in 
obtaining the bank loans and the interest paid on such 
loans was a deductible expense, and was not paid on in- 
debtedness incurred to carry obligations or securities the 
interest upon which is wholly exempt from taxation.— 
R. B. Machinery Company v. Commissioner, Dec. 7659 
[CCH], Docket No. 61218. 


Deductions from Gross Income.—(1) Where annuities 
are payable from income or, if necessary, from the corpus 
of a trust fund created by a will and are thus a charge 
on the corpus and not taxable to the annuitants as income, 
such annuities are not allowable deductions from the in- 
come of the estate in 1926 and 1927. 


(2) No deductions from trust income are allowable under 
Section 219 (b) (1) of the 1926 Act where the evidence 
does not establish that any of the trust income was “per- 
manently set aside” for certain possible ultimate charitable 
beneficiaries. 

(3) A finding of the Board in an estate tax case of the 
portion of the estate that will ultimately go to charity is 
not conclusive in an income tax case involving wholly dif- 
ferent questions and considerations, it not appearing that 
such portion was ever permanently set aside for such 
purpose.—Boston Safe Deposit & Trust Co. and Everett E. 
Kent, Surviving Executors of the Estate of Herbert A. 
Wilder, v. Commissioner, Dec. 7643 [CCH], Docket Nos. 
4819, 57430. 
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Dividends.——Dividend declared by a national bank in 
1926 was taxable as a dividend to petitioner, although not 
actually received by her, where the dividend was declared 
by the bank under an agreement with its stockholders, of 
whom petitioner was one, and was to be paid to trustees 
appointed by the stockholders, for their account, for the 
purpose of organizing a subsidiary company and acquiring 
its capital stock, the stock to be held in trust for the 
stockholders of the bank—Mrs. Frank Andrews v. Com- 
missioner, Dec. 7667 [CCH], Docket No. 46734. 


Domicile for Income Tax Purposes.—(1) Petitioners, 
husband and wife, were not legal residents of Texas, a 
community property state, in 1926 and 1927. The husband 
had a legal domicile in Fort Worth, Texas, until 1923 
when he was divorced from his first wife and deeded her 
the property as part of the settlement. Although he main- 
tained a home for his mother and his sister in Texas and 
often visited there, he lived and worked in other states. 
The fact that he always called Texas his home and ex- 
pected to return there after his baseball days were past is 
not sufficient to establish a domicile for income tax return 
purposes.—Lee Rosenberg, 10 BTA 601, aff’d 37 Fed. (2d) 
808, followed. 

(2) Penalty for tardy filing of returns may be avoided 
only if the filing was due to a reasonable cause and not to 
wilful neglect. “Both conditions must exist. Here the 
only excuse is that one of the petitioners forgot to file 
them. This can scarcely be said to be a ‘reasonable cause’ 
for failing to perform such an important act—Gus V. 
Winston et al., 22 B. T. A. 1194. See also Eagle Piece Dye 
Works, 10 B. T. A. 1360. The penalties were properly 
imposed.”—Rogers Hornsby v. Commissioner; Mary Jeanette 
Hornsby v. Commissioner, Dec. 7658 [CCH], Docket Nos. 
39817, 59013, 59014. 


Earned Income—Community Property.—Income derived 
in 1926 from personal services rendered by the husband 
and reported by the wife in her separate return as her 
income under the community property laws of Texas may 
not be treated as earned income. “The absence of labor 
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or the performance of services therefor on the part of the 
wife deprives such property of all semblance of earnings.” 
McLarry, 8 BTA 1257 and McMicken, 10 BTA 302, followed. 
The Board declines to follow McLarry v. Com. (CCA-5), 30 
Fed. (2d) 789, which reversed the Board on similar facts.— 
Mrs. Frank Andrews v. Commissioner, Dec. 7667 [CCH], 
Docket No. 46734. 


Losses.—Petitioner sustained no deductible loss upon the 
exchange of bonds for bonds and certificates of indebted- 
ness of less face value, in a reorganization within the 
meaning of Section 203 of the 1924 Act. Petitioner held 
bonds of two companies which became insolvent, and under 
a plan of reorganization carried out by a bondholders’ 
committee, elected to make no. additional cash payment, 
and, accordingly, received securities of less face value than 
those surrendered. “The acquisition of all the properties 
of the two insolvent corporations by the new corporation 
* * * under a plan whereby owners of securities of the 
insolvent corporations exchanged them for securities of 
the new corporation, constituted a reorganization and both 
old corporations were parties thereto.” The bad debt pro- 
visions of the 1924 Act are not applicable-—Rockford Dairy, 
Inc., v. Commissioner, Dec. 7648 [CCH], Docket No. 47843. 


Trusts.—(1) Petitioner was taxable as a trust and not as 
an association in 1920 and 1921, under section 704 of the 
1928 Act, having filed returns as a trust for those years, 
and having been considered taxable as a trust under the 
rulings then in force because its beneficiaries had not re- 
tained power to control and manage operation and prop- 
erties of the trust and the actions of trustees. 


(2) Income of the trust in (1) is not taxable to the trust 
for 1920 and 1921, the trust instrument being held to require 
periodic distributions of income, so that the income, 
whether distributed or not, was taxable to the beneficiaries. 
Although the provisions of the trust instrument were some- 
what ambiguous, it must be construed to require periodic 
distribution, or else the trust held invalid under New York 
law, and, although the trustees did suspend distributions for 
a time, it appeared that they had no funds from which dis- 
tribution could be made.—Yukon Alaska Trust, by William 
Loeb, Jr., Charles Earl, Roger W. Straus and William E. 
Bennett, Trustees, v. Commissioner, Dec. 7666 [CCH], 
Docket No. 34161. 


Operation of the Real Estate Tax 
in Lexington, Kentucky 


(Continued from page 291) 


boards of review to make a bad situation worse. 
The reasons for this result are somewhat difficult to 
determine but the following possible explanations 
may be offered: (a) The general make-up of the 
boards seems to be such in many cases as to give 
the property owner’s complaint more prominence 
than it deserves; (b) the local psychological situa- 
tion, especially in the case of the county, is such as 
to lead to comparatively little emphasis on the statu- 
tory injunction that “the board shall not reduce or 
raise any assessment unless the evidence be clear 
and unmistakable that the valuation is not a fair cash 
value” ;* and (c) the publicity of assessments and 
revisions by boards of supervisors is inadequate. 


The general purpose involved in establishing 
boards of supervisors is that there may be judicial 
review of assessments in both a general and a spe- 
cific fashion without the delay and expense which 
are involved when appeal to the courts is necessary. 
It is a general principle, here specifically stated,”’ 
that any such judicial review shall rest on the as- 
sumption that the original assessment—the adminis- 
trative act under examination—was accurate unless 


26 Carroll’s Kentucky Statutes, 1930, Secs. 3384, 4120. 
Loc. cit. 
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and until the contrary is conclusively proved. In 
other words, the task of the boards, legally and logi- 
cally, is to correct errors and prevent abuses in as- 
sessment and not to make another appraisal. 


To the end that this potentially useful mechanism 
may be effective in serving its purpose it may be 
fruitful to inquire what can be done to improve the 
present unfortunate situation in which a presumably 
unskilled board largely upsets the work of a special- 
ized assessing Official. It seems that there is good 
reason for charging the county judge with the ap- 
pointment of the members of the county board of 
supervisors ; and it seems logical that he should, as 
a matter of course, designate the county tax com- 
missioner as one of the members of the board. This 
would doubtless materially improve the work of the 
body. Perhaps legislation ought to be passed re- 
quiring that the commissioner be made one of three 
to serve as a board of supervisors. (Certainly it 
should not be larger than three.) Something of this 
kind is contemplated in the city law”® in the require- 
ment that the assessor shall meet with and be the 
clerk of the board of three. While this is probably 
not as good a provision as that suggested above, it is 
better than leaving the assessor completely out of 
the picture. 

By way of improving the general psychological 
situation under which the boards function several 
specific suggestions may be offered. (1) There 
ought to be generous publicity for the assessment 
made originally by the county tax commissioner and 
the city assessor (if these two officials are not to be 
combined into one) before the board sits. This 
would tend not only to induce better assessment but 
also to secure comparisons by citizens of the assess- 
ment of their own property with that of their neigh- 
bors. The consequence would probably be a smaller 
number of complaints brought before the boards. 
(2) The work of the boards should be as public as 
possible. Hearings should be open, and decisions 
should be made public immediately and directly. 
(3) A brief statement (by the board concerned) of 
the “clear and unmistakable” evidence should be 
made a matter of public record in every case in which 
a change is made in the assessor’s valuation. When 
no change is made, no statement is necessary be- 
cause of the presumption in favor of the accuracy 
of the work of the assessor. (4) The psychological 
situation will be definitely more favorable to good 
work if the presence and active participation of as- 
sessors in the deliberations of the boards can be 
assured. Making them actual members, as suggested 
above, is undoubtedly an effective way of doing this. 

There are then at least three areas in which im- 
provements can be made. (1) Public opinion can 
assist by audible approval of the statutory presump- 
tion that the assessor’s appraisals are accurate. (2) 
Local officials can secure marked improvement (a) 
by making the assessor a member of the board otf 
review, (b) by assuring widespread publicity of the 
assessor’s appraisals and of the work of the boards o! 
review, (c) by encouraging acceptance of the pre- 
sumption that the assessor is right as set out in the 
statutes, (d) by providing more adequate assessment 
equipment, (e) by voluntarily recording a statement 


28 Statutes, sec. 3383. 
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of reasons for assessment changes, and (f) possibly 
by combining county and city assessors’ offices. (3) 
The state legislature can facilitate improvement by 
(a) making a statutory consolidation of city and 
county assessing machinery, (b) requiring that the 
assessor be made one of three members of the board 
of review, the other two to be appointed by the 
county judge, (c) requiring that the board of review 
file reasons for changes in the assessor’s valuation 
with the county clerk as a public record, and (d) 

making more definite provision for publicity of as- 
sessment data in counties containing a second class 
city.?° 


2° Doubtless the same should be done in other counties. 


Relative Investment Advantages of Tax-free 
and Taxable Bonds 


(Continued from page 285) 


Table II 


FEDERAL INCOME TAXES UNDER THE 1932 ACT PAYABLE 
ON TAXABLE INCOMES RANGING FROM $6,000 
TO $1,000,000 


Rate Per 
Cent of 
Total Tax 
Net Amount of Tax to Total 
Income Normal Surtax Total Net Income 
$ 6,000 $ 140 $ None $ 140 2.33 
10,000 440 40 480 4.80 
12,000 600 80 680 5.67 
14,000 760 140 900 6.43 
16,000 920 220 1,140 7.13 
18,000 1,080 320 1,400 7.78 
20,000 1,240 440 1,680 8.40 
22,000 1,400 600 2,000 9.09 
24,000 1,560 780 2,340 9.75 
26,000 1,720 980 2,700 10.38 
28,000 1,880 1,200 3,080 11.00 
30,000 2. 040 1,440 3,480 11.60 
32,000 2,200 1,700 3,900 12.19 
34,000 2,360 2,000 4,360 12.82 
36,000 2,520 2,300 4,820 13.39 
38,000 2,680 2,620 5,300 13.95 
40,000 2,840 2,960 5,800 14.50 
42,000 3,000 3,320 6,320 15.05 
44,000 3,160 3,700 6,860 15.59 
46,000 3,320 4,100 7,420 16.13 
48,000 3,480 4,520 8,000 16.67 © 
50,000 3,640 4,960 8,600 17.20 
52,000 3,800 5,420 9,220 17.73 
54,000 3,960 5,900 9,860 18.26 


56,000 


58,000 4,280 6,920 11,200 19.31 
60,000 4,440 7,460 11,900 19.83 
62,000 4,600 8,020 12,620 20.35 
64,000 4,760 8,600 13,360 oy 88 


66,000 
68,000 


70,000 5,240 10,460 15,700 22.43 
72,000 5,400 11,120 16,520 22.94 
74,000 5,560 11,800 17,360 23.46 
76,000 5,720 12,500 18,220 23.97. ~ 
78,000 5,880 13,220 19,100 24.49 
80,000 6,040 13,960 20,000 25.00 
82,000 6,200 14,720 20,920 25.51 
84,000 6,360 15,500 21,860 26.02 
86,000 16,300 22, 820 





88,000 m 17,120 23,800 . 
90,000 6,840 17,960 24,800 27.56 
92,000 7,000 18,820 25,800 28.04 
94,000 7,160 19,700 26,860 28.57 
96,000 7,320 20,600 27,920 29.08 
98,000 7,480 21,520 29,000 29.59 
100,000 7,640 22,460 30,100 30.10 
150,000 11,640 46,460 58,100 38.73 
200,000 15, 640 70,960 86,600 43.30 
300,000 120,960 144,600 





400,000 171,960 203,600 50.90 





500,000 39,640 223,960 263,600 52.72 
750,000 59,640 356,460 416,100 55.48 
1,000,000 491,460 571,100 
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The lawyer applies this work to his problem with a 
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fine law books. 
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